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AMENDMENTS TO FEDERAL TRADE COMMISSION ACT 
(Sale of New Automobiles by Franchised Dealers) 


TUESDAY, JULY 20, 1954 


UNITED STATES SENATE, 
SUBCOMMITTEE No. 6 ON BUSINESS 
AND CONSUMER INTERESTS OF THE 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
W ishington, D6. 
The subcommittee met at 10:02 a. m., pursuant to call, in room 
G-—16 of the Capitol, Senator William A. Purtell (chairman of the 
subcommittee ) presiding. 
Present: Senators Purtell, Schoeppel, Potter, Monroney, and 
Pastore. 
Also present: Robert D. L’Heureux, subcommittee counsel. 
Senator Purretn. The hearings of the Subcommittee on Business 
and Consumer Interests will come to order. 
Without objection, a copy of S. 3596, introduced June 11, 1954, by 
Senator Dirksen, will be inserted in the record at this point, 
(S. 3596 is as follows:) 


[S. 3596, 88d Cong., 2d sess.] 


A BILL To amend the Federal Trade Commission Act with respect to certain contracts, 
agreements, or franchises to enuble manufacturers of automobiles and trucks and their 
franchise dealers to protect their good will in the business of manufacturing and dis 


| { actu 
ing automobiles and trucks made or sold by them by restricting franchise dealers 
! 


from reselling to certain unauthorized pe 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Conuress assembled, That section 5a of the Federal Trade Com 
mission Act, as amended (66 Stat. 631, 682; 15 U. S. C. 45), is further amended 
by adding at the end of subsection (5) of said section 5a the following sub- 
section: 

“(6) Nothing contained in any of the antitrust acts shall render unlawful 
any contract, agreement, or franchise by which any dealer in new motor vehicles 
who operates as such under a franchise granted by the manufacturer of such 
vehicles agrees with such manufacturer that such dealer will not resell, either 
directly or indirectly, any current model motor vehicle made by such manu- 
facturer, to any person, partnership, corporation, or other entity engaged in the 
business of selling new or used motor vehicles other than a person or entity 
operating under a franchise or authorized dealer agreement with such 
manutacturer. 

“(7) Nothing contained in any of the antitrust acts shall make it unlawful 
for a manufacturer of motor vehicles to enforce any agreement authorized by 
paragraph (6) by refusing to sell to, or canceling the franchise of, any dealer 
who knowingly sells current model motor vehicles made by such manufacturer 
to any person, partnership, corporation, or other entity engaged in the business 
of selling new or used motor vehicles other than a person or entity operating 
under a franchise or authorized dealer agreement with such manufacturer. 

(8) The Commission is hereby empowered and directed to prevent persons, 
partnerships, or corporations, except banks, common carriers subject to the acts 
to regulate commerce, air carriers, and foreign air carriers subject to the Civil 
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itics Act of 1938, and persons, partnerships, or corporations subject to the 
Packers and Stockyards Act, 1921, except as provided for in section 406b of 
said act, from using unfair methods of competition in commerce and unfair or 


de tious acts or practices in Gol! erce 


menat PurTe.L. In Dst ince, this bill, notwithstanding the anti- 
trust laws, would permit contracts to be entered into between a 
ne} dealer in new motor vehicles and a manufacturer of such 

les with a provision to the effect that such dealer will not resell 

ny current model motor vehicle to a dealer of new or used motor 

hicles other than one operating under a franchise or authorized 
dealer agreement with such manufacturer. 

Che bill would further allow the manufacturer to enforce the agree- 
ment by refusing to sell or canceling the franchise of a dealer who 

tec the agreement, 

B Lacing those provi ions after section 5 (a) of the Federal Trade 
Commission Act, the bill could conceivably empower and direct the 
Kederal Trade Commission to enforce these agreements if the violation 
of the agreements amounted to an unfair method of competition in 


commerce or an unfair or deceptive act or practice in commerce. 
Proponents will argue that this legislation would protect reputable 
tices which are harmful to their business. 

Opponents will claim that some dealers are forced to sell new ears 
at reduced prices to used car dealers because the latter are compelled 
by the manufacturer to take too many new cars. 

It is the task of this subcommittee to ascertain the public interest 
in this matter to decide whether harmful selling practices exist to 
a degree which requires remedial legislation, whether the pending 
bill would solve the problem or whether broader legislation is needed, 
or whether this is a matter which can be left to the traditional area 
of private contracts without injury to the consumer and to reputable 
dealers. 

We will first hear from the Federal Trade Commission, then the 
proponents, and, finally, from the opponents of this measure. 

The first witness is Mr. Earl W. Kintner, General Counsel of the 
Federal Trade Commission. 

Mr. Kintner, we are very glad to have you with us this morning. 

I would like to say, first, that Senator Dirksen, sponsor of the 
bill, regrets that he cannot be present because he is holding hearings 
with a Senate subcommittee, and he requests that this subcommittee 
hear him at a later date. 

Mr. Kintner, we are very glad to have you with us and are most 
anxious to hear your testimony. 


| ] 4 
qaeaters Trom pl ic 


STATEMENT OF EARL W. KINTNER, GENERAL COUNSEL, FEDERAL 
TRADE COMMISSION 


Mr. Krnrner. It is a pleasure to be here, Senator, and particularly 
to appear before another subcommittee that you chair. 

Senator Purrett. Thank you very much. 

Mr. Kinrner. The attitude of the Federal Trade Commission with 
respect to this legislation is expressed in a report which I am per- 
sonally delivering to you this morning, and which, with your per- 
mission, I would like to read. 

Senator Purreti. We would be very happy to have you. 
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Mr. Kinrner. This is addressed to the Honorable John W. Bricker, 
chairman, Committee on Interstate and Foreign Commerce, United 
States Senate, Washington, D. C. 

The letter is dated July 20, 1954. 


This is in response to your request of June 14, 1954, for such comments as this 
Commission may care to offer concerning S. 3596, 88d Congress, 2d session, a bill 
to amend the Federal Trade Commission Act with respect to certain contracts, 
agreements, or franchises to enable manufacturers of automobiles and trucks and 
their franchise dealers to protect their goodwill in the business of manufacturing 
and distributing automobiles and trucks made or sold by them by restricting 
franchise dealers from reselling to certain unauthorized persons. 

The proposed amendment to the Federal Trade Commission Act would provide 
that nothing contained in any of the antitrust acts shall render unlawful any 
eontract, agreement, or franchise by which any franchised dealer agrees with 
the manufacturer by whom franchised not to resell any current model motor 
vehicle of that manufacture to any motor-vehicle dealer other than one fran- 
chised or authorized by that manufacturer. The proposal would further provide 
that nothing contained in any of the antitrust acts shall make it unlawful for 
a manufacturer of motor vehicles to enforce any agreement so authorized by 
refusing to sell to, or canceling the franchise of, any dealer who knowingly 
violates the agreement. 

The Sherman Antitrust Act expresses the national policy against permitting 
any contract, combination in the form of trust or otherwise, or conspiracy, in 
restraint of trade. The legislative proposal under consideration would create 
an exception to this policy in that it would authorize a restraint of trade by con- 
tracts or agreements between a motor-vehicle manufacturer and its dealers. The 
Commission believes it undesirable to create exemptions of this kind to the 
antitrust laws and the basic policy of free competition expressed therein. Pas- 
sage of 8S. 3596 would be a signal for other segments of our economy to press for 
special dispensation of a similar nature and would initiate a piecemeal aban- 
donment of our national policy of unencumbered competition. 

The right of a person engaged in trade to select his own customers is an im- 
portant concept within the principles of the antitrust laws. This is demon- 
strated by the inclusion in section 2 of the Clayton Act of the proviso “That noth- 
ing herein contained shall prevent persons engaged in selling goods, ware, or 
merchandise in commerce from selecting their own customers in bona fide trans- 
actions and not in restraint of trade.’”’ This right of the individual to select 
his own customers was deemed so basic that its inclusion in the Clayton Act was 
over the protest of some proponents of the bill who thought its inclusion would 
weaken the act by providing a means whereby sellers might evade its provisions 
by refusing to sell to persons who insisted on their rights under that act. 

As explained in Senator Dirksen’s statement accompanying the introduction 
of S. 3596, the bill was introduced at the suggestion of the National Automobile 
Dealers Association in an effort to prevent bootlegging new automobiles by au- 
thorized dealers to unauthorized persons for resale. This practice is asserted by 
the National Automobile Dealers Association to threaten the stability and in- 
tegrity of the dealer structure throughout the country, and to have forced many 
dealers into liquidation or bankruptcy. 

It would appear reasonable to expect that franchised dealers would prefer to 
sell their new cars at the regular markup to consumers than to sell at little or no 
profit to unauthorized dealers. As a consequence any widespread practice by 
franchised dealers of bootlegging cars to unauthorized dealers is more likely than 
otherwise to result from the fact that they have more cars than they can dis- 
pose of in their regular course of trade. It would appear, therefore, that S. 3596 
is directed at a result, rather than the cause, of the situation that may exist in 
the automobile industry, and that its enactment would not serve the purpose of 
preventing bankruptcies of automobile dealers. The denial to dealers who are 
overstocked with new cars of the means of disposal through unfranchised dealers 
would not solve the financial dilemma in which those dealers may find them- 
selves. 

This Commission has received complaints against manufacturer-dealer rela- 
tionships in the automotive industry, including alleged practices of manufac- 
turers forcing new cars on dealers in excess of what can be profitably handled. 
The Commission is not, however, currently informed as to this phase of the in- 
dustry because, pursuant to cooperative liaison arrangements with the De 
partment of Justice whereby duplication of effort is avoided, this Commission 
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;, since 1950, confined its investigations in the automotive industry largely to 
yractices affecting parts and accessories. However, it may be noted that the 
olmission’s 19839 Keport on Motor Vehicle Industry (printed as H. Doc. 468, 


Oth ¢ y l es ) concludes 


ant 


7 y l that forcing practices engaged in by motor 
vehicle 1 cturers at tl ime resulted in dealers being obliged to cut cash 
prices or grant exce ve trade-ir owances and in some instances led to finan 
cial failures of dealer 

Che Depa t of Justice’s investigations of the automotive industry may 
throw light the tuation alleged to exist with respect to the dealer structure 


ibly violations of law may be uncovered which could be 


proceeded against to the end of relieving the situation in which dealers are said 
to find themselves 


If the l n is not found in such proceedings and consideration of remedial] 
leg tion is deemed warranted, it is believed that a more complete factual 
ba ind should first be obtained, because of other industry practices, in 
cluding allegations of extensive contr by manufacturers of their dealers, of 
which complaints have been made and further because of recent changes in the 
industry In this connection your attention is invited to House Joint Resolu- 


gress, a resolution which has been referred to the Committee on 


Inte te and Foreign Commerce of the House of Representatives, which would 
direct the Federal Trade Commission to conduct an investigation of the auto- 
I e industry with the purpose of ascertaining the full facts, and among other 
thir reporting what changes, if any, may be required in existing antitrust laws 
to cor th undesirable ] ctices which may have arisen in the 





automotive 
industry. 


Under the fair trade acts now in existence in most States, a manufacturer of a 
in competition with commodities in the same 
general class produced by others may contract with his dealer whereby the 
dealer may not sell the commodity below the price set by the manufacturer. 
Che MeGuire Act of 1952 amended the Federal Trade Commission Act to pro 


vide that nothing in the Federal Trade Commission Act or in any of the anti- 


irked or branded commodit 


trust acts shall render unlawful any contracts or agreements prescribing min- 
ted resale price for commodities bearing the trade-mark, 
brand name of the producer or distributor, when the commodity is in free 
and ope competition with competing commodities of the same general class, 
when contracts or agreement f that description are lawful under the State 
he the resale is to be made or in the State where the commodity is to be 
transported To uch resale 

| he practice of } tle ng cars depends upon sales by franchised 

to unfranchised dealers at prices substantially | 


i 


I tor-vel e manutl ture! alreat 


ower than the prevailing retail 
vy in a position under the fair trade 
lers whereby the dealers may 


1 
its dea 


( icles below 1 es set by the manufacturer. It is therefore 
difficult to see any urgent necessity, if in fact there is any need at all, for the leg 
j n proposed 
For the reaso1 tated above, the Commission recommends that S. 3596 be not 
enacted 
Ay direc n ¢ e Commissio1 
Q ere 1 


EDWARD F.. Howrey, Chairman. 


Mr. Chairman. I would like to offer this report to the subcommittee. 


Senator Purreiy. It will be accepted, and without objection, become 
a part of the record. 


Lett 


Hon 


‘tter dated July 20, 1954, from Edward F. Howrey, Chairman, to 
John W. Bricker, chairman, is as follows :) 


FEDERAL TRADE COMMISSION, 


July 20, 1954. 
HN W. BrIcKER, 


rman, Committee on Interstate and Foreign Commerce, 
United States Senaie, Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in response to your request of June 14, 1954, 
for such comments as this Commission may care to offer concerning S. 3596, 
83d Congress, 2d session, a bill to amend the Federal 
with respect to certain contracts, agreements, or 





Trade Commission Act 
franchises to enable manu- 
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facturers of automobiles and trucks and their franchise dealers to protect 
their good will in the business of manufacturing and distributing automobiles 
and trucks made or sold by them by restricting franchise dealers from reselling 
to certain unauthorized persons. 

The proposed amendment to the Federal Trade Commission Act would pro- 
vide that nothing contained in any of the antitrust acts shall render unlawful 
any contract, agreement, or franchise by which any franchised dealer agrees 
vith the manufacturer by whom franchised not to resell any current model 
motor vehicle of that manufacturer to any motor-vehicle dealer other than one 
franchised or authorized by that manufacturer. The proposal would further 
provide that nothing contained in any of the antitrust acts shall make it unlaw- 
ful for a manufacturer of motor vehicles to enforce any agreement so authorized 
by refusing to sell to, or canceling the franchise of, any dealer who knowingly 
violates the agreement. 

The Sherman Antitrust Act expresses the national policy against permitting 
any contract, combination in the form of trust or otherwise, or conspiracy, in 
restraint of trade. The legislative proposal under consideration would create an 
exception to this policy in that it would authorize a restraint of trade by con- 
tracts or agreements between a motor-vehicle manufacturer and its dealers. 
The Commission believes it undesirable to create exemptions of this kind to the 
antitrust laws and the basic policy of free competition expressed therein. VPas- 
sage of S. 3596 would be a signal for other segments of our economy to press 
for special dispensation of a similar nature and would initiate a piecemeal 
abandonment of our national policy of unencumbered competition 

The right of a person engaged in trade to select his own customers is an 
important concept within the principles of the antitrust laws. This is demon- 
strated by the inclusion in section 2 of the Clayton Act of the proviso “That 
nothing herein contained shall prevent persons engaged in selling goods, wares, 
or merchandise in commerce from selecting their own customers in bona fide 
transactions and not in restraint of trade.” This right of the individual to 
select his own customers was deemed so basic that its inclusion in the Clayton 
Act was over the protests of some proponents of the bill who thought its in- 
clusion would weaken the act by providing a means whereby sellers might evade 
its provisions by refusing to sell to persons who insisted on their rights under 
that act. 

As explained in Senator Dirksen’s statement accompanying the introduction 
of S. 3596, the bill was introduced at the suggestion of the National Automobile 
Dealers Association in an effort to prevent bootlegging new automobiles by au- 
thorized dealers to unauthorized persons for resale. ‘This practice is asserted by 
the National Automobile Dealers Association to threaten the stability and integ- 
rity of the dealer structure throughout the country, and to have forced many 
dealers into liquidation or bankruptcy. 

It would appear reasonable to expect that franchised dealers would prefer 
to sell their new cars at the regular markup to consumers than to sell at little 
or no profit to unauthorized dealers. As a consequence any widespread prac- 
tice by franchised dealers of bootlegging cars to unauthorized dealers is more 
likely than otherwise to result from the fact that they have more cars than they 
can dispose of in their regular course of trade. It would appear, therefore, that 
S. 3596 is directed at a result, rather than the cause, of the situation that may 
exist in the automobile industry, and that its enactment would not serve the 
purpose of preventing bankruptcies of automobile dealers. The denial to deal- 
ers who are overstocked with new cars of the means of disposal through un- 
franchised dealers would not solve the financial dilemma in which those dealers 
may find themselves. 

This Commission has received complaints against manufacturer-dealer re- 
lationships in the automotive industry, including alleged practices of manu- 
facturers forcing new cars on dealers in excess of what can be profitably 
handled. The Commission is not, however currently informed as to this phase 
of the industry because, pursuant to cooperative liaison arrangements with the 
Department of Justice whereby duplication of effort is avoided, this Commis- 
sion has, since 1950, confined its investigations in the automotive industry 
largely to practices affecting parts and accessories. However, it may be noted 
that the Commission’s 1989 Report on Motor Vehicle Industry (printed as H. 
Doc. No. 468, 76th Cong., Ist sess.) concluded that forcing practices engaged in 
by motor-vehicle manufacturers at that time resulted in dealers being obliged 
to cut cash prices or grant excessive trade-in allowances and in some instances 
led to financial failures of dealers. 
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The Department of Justice’s investigations of the automotive industry may 
throw light on the situation alleged to exist with respect to the dealer strucure 
in that industry. Possibly, violations of law may be uncovered which could 
be proceeded against to the end of relieving the situation in which dealers are 
said to find themselves 

If the solution is not found in such proceedings and consideration of remedial 
legislation is deemed warranted, it is believed that a more complete factual 
background should first be obtained, because of other industry practices, includ- 
ing allegations of extensive control by manufacturers of their dealers, of which 
complaints have been made, and further because of recent changes in the in- 
dustry In this connection, your attention is invited to House Joint Resolution 
184, 88d Congress, a resolution which has been referred to the Committee on 
Interstate and Foreign Commerce of the House of Representatives, which would 
direct the Federal Trade Commission to conduct an investigation of the auto- 
motive industry with the purpose of ascertaining the full facts, and among 
other things reporting what changes, if any, may be required in existing anti- 


trust laws to cope with undesirable practices which may have arisen in the auto: 
motive industry 
Under the “fair trade” acts now in existence in most States, a manufacturer 


of a trade-marked or branded commodity in competition with commodities in the 
same general ciass produced by others may contract with his dealer whereby the 
dealer may not sell the coinmodity below the price set by the manufacturer. 
The McGuire Act of 1952 amended the Federal Trade Commission Act to pro- 
vide that nothing in the Federal Trade Commission Act or in any of the anti- 
trust acts shall render unlawful any contracts or agreements prescribing mini- 
mum or stipulated resale prices for commodities bearing the trade-mark, brand, 
or name of the producer or distributor, when the commodity is in free and open 
competition with competing commodities of the same general class, when con- 
tracts or agreements of that description are lawful under the State law where 
the resale is to be made or in the State where the commodity is to be trans- 
ported for such resale. 

Inasmuch as the practice of “bootlegging” cars depends upon sales by fran- 
chised to unfranchised dealers at prices substantially lower than the prevail- 
ing retail price, a motor-vehicle manufacturer is already in a position under the 

iir trade” laws to stop “bootlegging” by contracting with its dealers whereby 
the dealers may not resell motor vehicles below prices set by the manufacturers. 
It is therefore difficult to see any urgent necessity, if in fact there is any need 
at all, for the legislation proposed. 

For the reasons stated above, the Commission recommends that 8S. 3596 be not 
enacted 

By direction of the Commission. 

Sincerely yours, 
Epwarp F. Howrey, Chairman. 

Senator Purreiti. Have you other prepared statements you wish 
to offer, or oral testimony ? 

Mr. Kinrner. That completes my formal statement, Mr. Chair- 
man. 

Senator Purrety. I would like to ask, Mr. Kintner, are there other 
exemptions that you know of under the antitrust acts and laws such 
as this would be ? 

Mr. Kinrner. The so-called fair-trade exemption granted by the 
Miller-Tydings Act, and in 1952 by the McGuire Act by an over- 
whelming sentiment of the Congress, is such an exemption. 

Senator Purretu. Well, you feel, then, that relief should be found 
in State legislative acts rather than by this particular act, since there 
are 45 States, I believe, that have fair-trade acts, is that correct? 

Mr. Krnrner. That is correct. It is true that that is enabling legis- 
lation. 

Senator Purrety. That is enabling legislation; yes. 

Mr. Krntner. But, of course, it is the Federal Trade Commission’s 
feeling that the Congress necessarily must have determined what the 
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national policy should be before agreeing that the States could fair 
trade. 

Senator PurretL. Of course, you already have it on the State 
statute books- 

Mr. Kintner. That is correct. 

Senator Purreti. And it is perfectly legal, and the McGuire Act 
permits that? 

Mr. Kinrner. That is correct. 

Senator Purreiit. And you feel that other industries might resort 
to this legislation—I don’t say you advocate it, but it is available, 
sir ¢ 

Mr. Kinrner. It is available, sir; correct. 

Senator Purreii. I had 1 or 2 other questions. 

[ wonder how much progress has been made to effect the 1939 recom- 
mendations of the FTC, appearing on House Document 468, 76th 
Congress, Ist session, that you refer to, where it says that it is recom- 
mended that present unfair practices be alt ited to the end that dealers 
have: (a) less restriction upon the management of their own enter- 
prises; (b) quota requirements and shipments of cars based upon 
mutual agreement; (¢) equitable liquidation in the event of contract 
termination by the manufacturer; (d) contracts definite as to the 
mutual rights and obligations of the manufacturers and the dealers— 
and so forth; I won’t read the whole thing. 

Has much progress been made in that field ? 

Mr. Kinrner. It is my understanding that after that report was 
released that there was considerable loosening up of the manufacturer- 
dealer franchise arrangements. . 

Of course, that loosening up occurred many years ago, and it is 
quite possible, indeed, it seems rather likely and logical that there 
would have been a change of circumstance in the intervening years. 
We have gone through a war since that period, and we are now in a 
buyer’s market. 

Senator Purrett. You feel, though, that if those recommendations 
had been carried out to a greater extent, perhaps this bootlegging and 
so-called gyp work in the automotive field would be less prevalent ? 

Mr. Kinrner. I believe so. I think they were sound then, and I 
know of no reason W hy they are not sound today. 

Senator Purrett. Your testimony indicated—I believe it did—that 
you recognize that the so-called practice of new automobiles is having 
a serious effect upon the retail merchandising system of the automotive 
industry ¢ 

Mr. Kinrner. Yes, Senator, the Commission has had complaints 
along that line, and we recognize that inevitably it must have some 
adverse effect upon the dealers. 

Senator Purrery. Are you still getting complaints—if this is a 
question you wish to answer from dealers regardi ng the alleged 
requirements of the automobile manufacturer to take a certain quota 
of cars whether they feel they can dispose of them or not ¢ 

Mr. Krnrner. Senator, we get very few complaints of that nature, 
for very obvious reasons. 

Senator Purrety. What steps do you suggest that we take to meet 
this situation, which you recognize—your statement indicates you 
do—as being of a very serious nature; what suggestions do you have 
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as to how vour Commission, or as to how we might meet: this without 
adopting this suggested legislation ? 

Mr. Kinrner. First of all, within the framework of our understand- 
ing with the Department of Justice, which leaves very little current 
investigation to the Commission in this area, we will handle such 
complaints as are sent to us by Members of the Congress or by the 
citizens 

Secondly, you might consider the value of the Crumpacker resolu- 
tion which calls upon the Federal Trade Commission to make a thor- 
ough investigation of the circumstances now existing in the automo- 
tive industry. 

Then you have, of course, the possibility of legislative remedies. 
The one that is propose ed here we are opposing 

The objection, the fundamental objection "that we make to this 
legislation is that it is piecemeal in nature. That is, 1 item seeks to 
eure 1 result rather than a situation that has complex causes. The 
bill picks out only l item of arrangements common to franchise agree- 
ments in the automotive industry and seeks to enact legislation with 
respect to that 1 item. 

What is needed, really, is an examination of all facets of automotive 
manufacturer-dealer relationship, to make ! of 2 determinations: 
First, whether or not on the basis of the facts that are found after 
exhaustive investigation there may be a remedy in existing law; and, 
secondly, if there is no satisfactory remedy in existing law, what legis- 
lation may then be proposed and adopted by the Congress. 

Senator Purret,. Well, what you say right now is that you feel 
the whole thing hasn’t been explored sufficiently; do I get that from 
your remarks? 

Mr. Krnrner. That is correct, sir. There have been these investi- 
gations and studies in past years. We are not aware that the same 
facts exist as existed in 1939 when the Commission made this very 
exhaustive report on the Cae nad le industry. 

Senator Purreti. Would you feel that you would care to answer 
this question—it is not directly within your province, but it might 
help us in our thinking, however, if you would. 

We understand that the Department of Justice has indicated that 
if an antibootlegging provision is inserted in the franchise by the 
manufacturer, it would violate the antitrust laws. I wonder what 
authority exists for that conclusion ? 

Mr. Kintner. The authority, of course, has existed in the common 
law, that it is illegal for a restraint to be imposed upon the resale of 
merchandise. 

Senator Purreti. May I ask this: Is it illegal in that there is col- 
lusion there, that one asks the other to do something and the other 
agrees to do it, but could it be a part of the contract wherein a pro- 
ducer of certain goods says to the distributor of those goods, “These 
are the terms under which it will be sold, and these are the penalties” ? 

Mr. Kinrner. The cases have held that whether such agreements 
be expressly written into a contract or whether they be implied, they 
are illegal. 

I would invite your attention to one of the earliest cases on this 
matter, that of Dr. Miles Medical Company v. John D. Park and Sons 
Company (220 U.S. 373). That was a 1911 case, and if I may quote 
briefly from the headnotes which I think fairly summarize the case: 
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An actionable wrong is committed by one who maliciously interferes with a 
contract between two parties and induces one of them to break the contract, to 
the injury of the other * . 

A manufacturer of unpatented articles cannot, by rule or notice, in absence 
of statutory right, fix prices for future sales, even though the restriction be known 
to purchasers. Whatever rights the manufacturer may have in this respect must 
by agreements that are lawful. 

Although the earlier common-law doctrine in regard to restraint of trade has 
been substantially modified, the public interest is still the first consideration ; to 
sustain the restraint it must be reasonable to the public and parties and limited 
to what is reasonably necessary, under the circumstances, for the covenantee ; 
otherwise restraints are void, as against public policy. 

Senator Purret.. That was 1911, you say ¢ 

Mr. Kinrner. 220 U.S. 373; 1911. 

‘There is a later case more nearly in point on implied restrictions, 
the case of Federal Trade Commission V. Beech-Nut Packing Com- 
pany (257 U.S. 441) a 1922 case. 

In that case the Court held that while a seller may refuse to sell to 
those who will not resell his products at a fixed price, to go beyond 
refusal by attempting to police the customers, through the customers, 
and so forth, to see that such agreement is maintained, is a violation; 
that he must not, by contract or combination, unduly hinder or obstruct 
the flow of commerce. It was held that the public policy in the Sher- 
man Act is to be considered in determing it to be unfair method of 
competition within the Federal Trade Commission Act. 

Senator Purre.y. Isn't that pointing up what I tried to point up— 
perhaps there is a fine line there—but the producer of goods says, 
“These are the goods and here are the terms under which I will sell to 
you.” Now, he doesn’t ask that there is an agreement “that you will 
not sell them on whatever terms you may, but if you do—” he is not ask- 
ing them to agree to do it—“but if you do, the penalty of doing it will 
be this, a refusal to continue to sell.” 

Mr. Kinrner. A manufacturer may certainly choose his own cus- 
tomers, as may a dealer. Indeed, that is the crux of the problem—the 
dealer wants to choose his own customers. The manufacturer doesn’t 
want him to sell to unauthorized customers, but a manufacturer may 
certainly select his own customers, and if he announces to the world 
the policy that “I will not deal with those who sell my products below 
my suggested resale prace,” or “I will not deal with customers who do 
not properly service my products, who do not extend certain services 
in connection with the sale of my products”—if he announces that. to 
the world, and so long as he doesn't personally go out and police it, I 
think that is entirely legal, sir, but there is a fine line there— 

Senator Purre.y. I know there is. 

Mr. Kinrner. Between legality and illegality, and we have had 
many cases dealing with that fine line. 

It is difficult unless you get to a particular case, the facts of that par- 
ticular case, to determine whether the person charged is violating the 
law or whether his practices are entirely legal. 

Senator Pastore. Now, essentially— = 

Senator Purretn. May I say, this is Senator Pastore. 

Senator Pastore. What this amounts to is license on the part of the 
manufacturer to state in his franchise to the dealer that that dealer 
cannot sell these automobiles to an unauthorized dealer when he is 
overstocked with cars. 
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Now, that is all they are looking for, isn’t it, that agreement, and 
you are saying now that the insertion of that agreement in the con- 
tract Is in violation of our antitrust laws; is that correct ? 

Mr. Kinrner. That is correct. 

Senator Pasrorr. Now what, essentially, is your objection to that? 

Mr. Kinrner. The objection is that such an agreement would vio- 
late the basic policy of the antitrust laws by imposing restraint on 
trade to the extent that this is a restraint on trade. 

Senator Pasrorr. Well, fundamentally, the philosophy of antitrust 
is good to preserve the common good. 

Mr. Kinrner. Yes, sir. 

Senator Pastore. That is why we have antitrust laws. 

Now, if the common good is being disturbed because of this law, in 
the promotion of that common good why wouldn’t it be a good idea 
to make an exception to that law? Isn’t the end result of the common 
good the thing we are interested in? 

Mr. Kinrner. If the Congress in its wisdom determines that such 
an exception is justified by the facts, certainly it is good. 

Senator Pasrore. No; | am trying to draw you out. You are the 
witness here. The point I make—you are interested in the common 
good, are you not! 

Mr. Kintner. Yes, sir. 

Senator Pastore. And all of us are. Now, I think in your presen- 
tation to us today, I think in order to make your argument contain 
weight and power, you must show where the common good would be 
disturbed by making this exception; am I right ? 

Mr. Kintner. Yes, sir. 

Senator Pasrore. Now, will you please answer that question: In 
what respect will the common good be injured if we passed this 
legislation 2? 

Mr. Kinrner. Well, first of all, and speaking personally—and this 
is certainly not in the report approved by the Federal Trade Com- 
mission—you would establish a precedent for all other manufacturers 
to seek similar exemptions. 

Senator Pastore. In other words, what you are actually saying is 
that this case does not stand alone or this problem does not stand alone. 
You have many other similar problems? 

Mr. Kinrner. I am not aware that there are similar situations. I 
think it quite likely that if you once established that exemption, there 
would be other industries which might feel that they had similar 
Situations, and you would be besieged, I am sure, with similar requests. 

Phat is only one consideration which I am sure the Congress would 
have in mind. 

Senator Pasrorr. Very important. 

Allright. Now, what is the next consideration ? 

Mr. Kiyrner. The next consideration, as we explained in the 
report, was that this gets at only one result of a situation which has 
many causes, It would be a piecemeal treatment of a problem. 

The many causes of a situation in which the industry finds itself, 
including, perhaps, an oversupply of automobiles, were treated in 
our 1939 report. There were many causes of the situation that then 
existed, and I have no doubt that a full investigation would turn up 
similar and perhaps additional causes today. 
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Senator Pastore, Well, of course, I am interested in the public good 
that may be involved in this. 

Now, for instance, if automobile manufacturers manufactured more 
cars than the public could buy, greater than the demand, existing 
demand, and you had an agreement where they couldn’t sell these 
wholesale to an unauthorized dealer, wouldn't that compel the price 
of the automobile to come down insofar as the ordinary consumer 1s 
concerned? I mean, if you couldn’t slough them off to an unauthorized 
dealer wholesale, wouldn’t the end result be that all these people who 
ire dealing in cars would say to the manufacturer, “We can’t sell these 
automobiles at this price. You bring the price down and we will un- 
load them in the regular course of business.” 

Mr. Kinrner. ‘That is one of the possibilities. 

Senator Pasrorre. Now, don’t you think that is very important ? 

Mr. Kinrner, It certainly is a consideration which should be borne 
in mind. 

Senator Purrety. May I say at this point that there are other serv- 
ices that go with the new car, I believe, that might not be available 
to the public i if sold at the bootleg level, and I think that is something 
to take into consideration for the public good. 

Senator Pastore. That is exactly the point I am trying te question 
him on. 

lf you leave the selling of these cars exclusively between the dealer 
and the using public and eliminate the unauthorized dealer in between, 
wouldn’t you have a personal rel: ationship between the purchaser of 
the car and the authorized dealer under circumstances that would be 
more favorable to the public good ¢ 

Senator Purrert. May | interrupt a moment? 

We are needed on the floor for a quorum call, and we will be back 
immediately. If you will just wait patiently we will go down and 
respond to the call of the roll. 

Senator Pasrore, All 1 wanted to say is this: 

I have to go to another meeting, and Mr. Lanphear is here from 
Rhode Island. I want to make my apology to him because I won’t 
be able to hear his testimony, but I shall read it. 

Mr. Kinrner. I would like to answer that question. 

I think it should be borne in mind that there have been allegations 
that the manufacturers have forced dealers to take more cars than they 
actually wanted. 

Senator Pastore. I know it. 

Mr. Kinrner. And there have also been allegations that the manu- 
facturers forced the dealers to sell at a certain price. 

Well, perhaps if those situations exist and you force the dealers 
to take the cars, if you tell them they can’t resell except at a certain 
price, you may force your dealers into bankruptcy. We have had 
allegations of that sort. 

Senator Purtrety. Isn’t there another factor, that we have had re- 
ported to us—whether or not it 1s truthful I don’t know—that some 
dealers realize if they buy cars and make a $50 profit on them and send 
them out of the territory, that is some money they haven’t previously 
had available to them? I am talking about authorized dealers. 

Mr. Kintrner. True. If that were not the case, the authorized 
dealers wouldn’t be for this act. 
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nator Purrett. Before we recess, without objection, there will 
erted the record at 1 point a letter from Mr. Paul M. Mulli 
mal Retail Farm Equipment Asso 
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(Li tter aated J ly ZU, Dod, irom Paul M. Mull ken, executive di 

National Retail Farm E nt Associati Senator 
rector, N nal vetall Marm aAjuipment cissociation, to Senatol 
William A. Purtell, chairman, is as follows:) 
N VA i L FARM KQUIPMENT ASSOCIATION, 
St. Louis 1, Mo., July 20, 1954. 
Sena WILLIAM A, PURI 
He , st oOmnn fee o) Bi S1TpeCS and ¢ ommercial Intere Sts, 


te Con ttee on Interstate and Foreign Commerce, 
Washington 25, D.C. 


My Ide&ar SENATOR PURTELL: Enclosed are three copies of a statement relating 


to t proposed bill S. 3596, to amend the Federal Trade Commission Act with 
respect to certain contracts, agreements, or franchises to enable manufacturers 
of automobiles and trucks and their franchise dealers to protect their goodwill 
n the business of manufacturing and distributing automobiles and trucks made 
or sold | them by restricting franchise dealers from reselling to certain un- 


authorized persons 
| accord ce with arrangements made with Mr. L’Heureux of your staff this 


stauteme is submitted to you for incorporation in the record of hearings on this 
proposed bill. 

Weare submitting this statement for the record rather than making a personal 
appearance in view of the fact th this proposed bill as presently drafted is 


contined to the automobile industry 
Time has not permitted us to give this proposed legislation full and complete 
study We shall appreciate an opportunity to discuss this matter with you 


ally prior to formal action by your committee on this bill. Mr. W. R. 








pe! ) \ 
Noble, 1028 Connecticut Avenue, Washington 6, D. C., who is our Washington 
CO will be available to discuss in detail our views with respect to this legis 
on at your convenience. 
Sincerely, 
PAUL M. MULLIKEN, 
Executive Director. 
S MENT RELATING TO 3596 By PAUL M. MULLIKEN, EXECUTIVE Director, NA 


S 
TIONAL RETAIL FARM EQUIPMENT ASSOCIATION 


This statement relates to a proposed bill (S. 3596) to amend the Federal Trade 
Conuimission Act with respect to certain contracts, agreements, or franchises to 
enable manufacturers of automobiles and trucks and their franchise dealers to 
protect their goodwill in the business of manufacturing and distributing auto- 
mobiles and trucks made or sold by them by restricting franchise dealers from 
reselling to certain unauthorized persons. 

This statement is submitted on behalf of the National Retail Farm Equipment 
Association at the direction of its board of directors. The association is com- 
posed of more than 16,000 farm equipment retailers located in rural communities 
throughout the United States. The membership includes dealers located in every 
State and every sizable agricultural area of the Nation. 

The farm equipment retailer sells and services farm tractors and power farm 
machinery and equipment for the farmers in his local trade territory. The 
dealer must keep in stock an adequate supply of new machines, attachments, and 
repair parts necessary to render immediate service to farmers. It is essential 
that the farm equipment retailer maintain a repair shop agequate to make im- 
mediate repairs on tractors and other power machinery, particularly during 
planting and harvesting seasons 

The typical farm equipment retailer has an investment at all times of many 
thousands of dollars in new machinery, attachments, and repair parts with a 
modern place of business including a fully stocked parts department and a repair 
shop completely equipped with modern machine tools. He maintains trained 
personnel in the parts department and trained mechanics to service and repair 
the equipment 

It has historically been the practice in this industry for the retailer to operate 
his establishment through franchise agreements with manufacturers which 
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makes him the authorized sales and service dealer for the lines of equipment he 


handles in his trade area. Under such agreements, manufacturers make the 
equipment and repair parts available to the dealers and assist in traiming pro 
gras for their personnel. The dealers usually send their personnel periodically 


to the plants of the manufacturers for training periods. 
During World War II, and again during the Korean period, new farm trac 
tors and various items of mechanized farm equipment were many tiles in ex 


treme short supply. There developed during these periods, because of the supply 
and demand situation, a type of marketing completely contrary to the service 
dealer concept These marketers, referred to during the emergency periods as 


“black market” operators, traveled from place to place purchasing new equip 
ment and parts from dealers and farmers with a view to immediately reselling 
in the same or other territories at a quick profit No attempt was made by 
these marketers to grant any warranties or to provide any service either in the 
form of available repair parts, service shop facilities or trained mechanics 
l’‘urthermore, they completely ignored Government price regulations in effect at 
that time 

This marketing practice has continued until at the present time the service 
farm equipment dealer finds himself in competition with an individual or agency 
which has no adequate place of business, no adequate stock of repair parts and 
no service shop facilities. These practices have in many areas completely 
demoralized the retail farm equipment business. Established authorized dealers 
have been required to shorten their inventory investment and to contract their 
service facilities and personnel in order to meet this type of competition. This 
has been necessary in many areas in spite of the fact that it is common knowledge 
that service and parts should be expanded rather than contracted insofar as 
the needs of the Nation’s agriculture are concerned. 

‘rom time to time individual dealers have reported to us that they have con- 
tacted their suppliers who furnished the parts, attachments, and equipment to 
determine the policy of the company with respect to warranties and service. 
The manufacturers have informed these individuals in all cases that have been 
brought to our attention that they desire and attempt to market their tractors 
and other items of power farm equipment through dealers who will furnish war- 
ranties to farmers, provide adequate repair parts at the local level, and furnish 
immediate repair service as needed. They have stated, however, according to 
these reports, that they are prevented from strictly enforced requirements on 
their dealers to adhere to these policies by contract provisions within the present 
antitrust act framework. They further indicate that they are not permitted to 
cancel contracts because dealers channel their goods through marketing operators 
who do not provide adequate parts and service. 

We firmly believe that, in order to enable the industry to maintain the needed 
quality of service to the Nation’s farmers, manufacturers and dealers should be 
permitted to enter into contracts or a franchise authorized dealer arrangement 
which would set up certain standards and require sales to be made to farmer 
users accordingly. In order to make this arrangement effective, the manufac- 
turer must be permitted to cancel the franchise of any dealer who fails to sell 
the equipment to farmer users or through approved channels as intended by the 
manufacturer-dealer relationship agreement. 

We have noted the provision of S. 3596 applying to the automobile industry 
which we believe provides a sound approach to this problem. Such an enabling 
statute, if applied to the farm tractor and power farm equipment industry, would 
make it possible for the industry to assure a sound service program for the 
Nation’s agriculture. 

We believe that all segments of the farm-equipment industry are in complete 
accord that such enabling legislation is necessary for further growth and expan- 
sion of farm-equipment service in all agricultural areas. 

State fair-trade laws which have been enacted in some 45 States are entirely 
inappropriate to accomplish this objective. They were designed for an entirely 
different purpose and, because of varying freight costs and trade-in problems, 
are not adaptable to such items as tractors and power farm machinery. 

We suggest that 8S. 3596, the language of which is now confined to automobiles 
and trucks, be expanded to include farm tractors and power farm machinery 
and equipment. Sections 6 and 7 of this proposed bill would make it clear that, 
within the framework of the antitrust acts, manufacturers and dealers could, 
if desired, enter into agreements necessary to provide new equipment, attach- 
ments, and parts with the service which should properly accompany them. We, 
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therefore, urge your consideration to a revision of S. 3596 to include the business 
of manufacturing and distributing farm tractors and power farm machinery 
and equipment. 

Whereupon a short recess was had, after which the proceedings 
were resumed as follows:) 

Senator Purrria. Our hearings will reconvene, please. 

I would like to ask Mr. Kintner one more question before I ask 
menator s< hoeppel if he has any questions. 

We have heard a great deal about the railroad release procedure. 
[ wonder if you would mind explai ning what the railroad release 
procedure is, and cite the specific instances where it has been used, 
and then I would like to ask you at that time, why does not the 

iilroad release provision apply in this situation ? 

Mr. Kinrner. The so-called railroad release procedure is, as I 

nderstand it, a procedure used at the Department of Justice. Under 
this procedure a person or a business may present the Department of 
Justice with a state of facts and ask whether or not on those facts 
the Department detects a violation of law, or anticipates that the 
facts as presented may violate the antitrust law. 

The De partment, “gneveding to my understanding, will then ex- 
amine those facts and perhaps hold addition: al conferences thereon, 
examine such information as it has at hand, and then, in appropriate 
instances, will advise the businessman whether or not on the basis of 
those facts the Department would contemplate taking criminal action. 

It. is my understanding that the railroad release procedure ~~ 
only to criminal actions and is without prejudice to the filing of : 
eivil antitrust suit. 

The latter statement perhaps answers the whole question. 

Senator Purtretz. It does, as far as I am concerned. 

Senator Schoeppel, have you any questions to ask our witness ? 

Senator Scnorrret. I do not have many because we are pressed 
for time here. 

You say that your de ence nt made an extensive survey or investi- 
gation, I think it was in 1939—or the 1939 report was a result of 
that? 

Mr. Kintner. Yes, Senator Schoeppel, and there was a further in- 
vestigation which consisted mainly of a summarization of the 1939 
report in 1944. 

Senator Scuorrret. Yes. Now, I want to keep this in character 
here. We have a bill before us, which is S. 3596. 

Mr. Kintwner. Yes, sir. 

Senator Scnorrren, That is what we are called upon to pass on 
now from a committee angle, vaseline it or modifying it or 
changing it or rejecting it. 

Your testimony, as I understand, is to the effect that we don’t need 
the bill; the bill is piecemeal legislation; and I take it from that, you 
have given pretty careful thought and study to it with reference not 
only to the present measure but in the light of your 1939 investiga- 
tion and your 1944summary. Is that the case? 

Mr. KINTNER. Yes, sir; except that we are not aware of whether 
or not the facts that existed in 1939 exist today; additional investi- 
eation scatn be necessary. 
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Senator Scnorrrent. Well, are there any facts that you have deter- 
mined to be somewhat similar to those which you previously checked 
and found to exist? 

Mr. Kinrner. Some, sir. We have had sporadic complaints as to 
this so-called bootlegging practice. Of course, that is perhaps 
relatively new practice. It may, however, have existed to some e i 
in 1939. 

We have had a few complaints that manufacturers were forcing 
upon their dealers too many automobiles, more automobiles than 
could be sold to the regular trade at regular dealer prices, We have 
not had those complaints from dealers, for obvious reasons. One 
of them, I believe, came from a Member of the Congress. 

So we might infer from the complaints that some of the same situa- 
tion that existed in 1939 might exist today. We could only Say that 
it does exist, after a rather complete investigation. 

Senator Scnorrret. Well, if it exists, do you consider that practice 
harmful, as re present ing counsel for the Commission ¢ 

Mr. Kinrner. That is very difficult to answer. 

Senator Scuorrren. Well, why ? 

Mr. Kinrner. A consumer might find no harm, because a consumer 
can secure from a so-called bootlegger a car at a much lower price 
From the standpoint of many of the dealers, looking at it from their 
standpoint, it certainly appears to be harmful. 

Senator Scnoepret. Well, would not the general public be harmed 
to this extent: Suppose that the bootlegger of cars was operating 
without a fixed place of abode, without a repair shop, without a 
service shop, without enforcing, or at least providing a guaranty 
that has been passed down from the manufacturer which an author- 
ized dealer would, in good faith, assuming he was in good faith— 
and I presume most of them are—in faithfully living up to that 
guaranty, wouldn’t that be a matter of concern to the user of that 
car or to the general public? 

Mr. Kintner, Yes, sir; there are certain equities on both sides. 

It might also be mentioned that many of these dealers who have 
established businesses in your State and in my State of Indiana 
employ many people; they pay fairly high taxes; they contribute 
in many ways to the community; and we recognize that they are 
small-business men, and that their continued existence is essential 
for this country to live and prosper as it should. 

We recognize that a very difficult problem exists, sir. 

Our objection, basic objection, here is that the proposed legis- 
lative solution deals with only one facet, one result of the problem, 
which we think has many basic causes. 

Senator Scnorrren. All right. Now, right on that point, because 
your Commission has gone into this; you have had some sporadic 
complaints before, your 1939 situation and the related situation in 

1944, and you have investigated and you have checked this measure. 

Now, if it is segmentized legislation, it is bad. Do you have some 
suggestions to make to this committee and to the Members of the 
Senate as to how it should be broadened and still be fair to all parties 
concerned, and plug some of these disastrous practices? 

Mr. Kinrner. I regret to say, sir, that I have no suggestions, no 
specific suggestions with respect to the legislation. 
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We at the Commission are most hopeful that the investigation at 

the Department of Justice, which we understand is rather extensive, 
will deve lop fa upon which the Department can base a legal remedy, 
take legal action within the framework of existing law. 
Senator SCHOEPPEI Now. that is the thing I was going to ask you. 
Then vou must mean by that, that we have sufficient law upon which 
thy Department eal pro eeed, or someone else can pro eed, to eliminate 
son of these pra t) es. Is that fairly stated ? 

Mr. Krntwner. Yes.sir. We feel that that is certainly one of the pos- 
sibilities. the other, of course, being’ legislation in the evenht that it is 
found after investigation that we do not have sufficient law. 

Then, of course, it would, I am sure, be your duty to examine into 
poss le legislative remedies, as indeed it is your duty to examine into 
the merits of this legislation. 

There are many practices in the industry which have existed in the 
past. and if they exist today, might well be cured by existing law. I 
refer to such practices as unfair pricing practices in violation of the 
Robinson-Patman law. We have a number of complaints pending in 
various stages of trial against certain dealers in automobile accessories 
for violation of the Robinson-Patman law. 

Other practices recognized in the past as a violation of our act and 
as a violation of the Serman Act would include forcing a dealer in 
new cars to deal in parts and accessories, illegal duress or coercion 
in the form of franchise agreements, or otherwise, and any form 
of misrepresentation or false or misleading advertising which may be 
pra ticed in the industry. 

[ might say, further, that there was a 1941 order against the Gen- 
eral Motors Corp. and General Motors Sales Corp. That is Commis- 
sion Docket 3152. That order prohibits General Motors from requir- 
ing automobile dealers in connection with contracts or franchises or 
selling agreements with automobile dealers for the sale of new motor 
vehicles by means of intimidation or coercion, requiring such dealers 
to purchase or deal in accessories or supplies sold and distributed by 
respondents, or by anvone desionated by them, for use in and on auto- 
mobiles sold by respondents. 

That matter is presently under investigation by the Commission to 
determine whether or not the respondents are violating the order. 

Senator ScHorrre.. Of course, that wouldn’t eo to the crux of this 
thing here. 

Mr. Kinrner. No, sir. It just deals with one of the many problems 
in the industry. 

We, in keeping with our liaison arrangement with the Department 
of Justice, have currently and for some months past, left to the De- 
partment of Justice the investigation of all matters in the industry 
except matters dealing with supplies and accessories, and this matter 
which deals with one of our own orders which. of course, we are 
charged by law with the duty of enforcing. 

Senator ScnorrreL. Have you checked this bill with the Depart- 
ment of Justice in vour liaison capacity ¢ 

Mr. Kintner. Yes, sir. We understand they are opposed to it, as 
expressed today in a report to this committee. 

Senator SCHOEPPEL. I suggest that we have the views of the Justice 
Department on this matter in our deliberations. 
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I will forego further questioning. 

Mr. L’Hevurrvx. A report from the Department of Justice is ex- 
pected today. 

Senator Purren.. It is expected today. It is not in the hands of 
the committee as yet. 

senator Monroney, do you have any questions ? 

Senator Monroney. You mentioned the long investigation in 1939 
made by the Federal Trade Commission. 

Isn’t it correct that the clause that was then in use, and which this 
bili will legalize the reinstatement of, was investigated carefully and 
not found to be objectionable at that time ? 

Mr. Kinrner. I am not fully informed as to that, sir. 

Senator Monroney. I am informed that this clause that this legal- 
izes was in the act at the time you investigated it; that it was in use 
until 1948; and certainly, if that was then in effect and had continued 
during that time, I cannot see why giving legal authority to eliminate 
any doubt could be dangerous to our antitrust laws or Federal Trade 
(Commission. 

Senator Purreti. I think our counsel has some comment. 

Mr. L’Hevurevx. I think I can answer that. 

I believe for some 40 years there was a clause of that kind in dealer- 
manufacturer agreements. It was in 1948, ] believe, that the Justice 
Department raised legal questions as to whether that did not violate 
the antitrust laws, and the manufacturers did not want to invite 
trouble with the Justice Department and took it out, and that is why 
they are coming to Congress now asking for authorization to put it in 
their agreements. 

senator Monroney. It has been historic in the agreements of the 
greatest industry in this country which have grown up. 

Mr. Kinrner. Could I say something ? 

Senator Monroney. Yes, sir. 

Mr. Kintner. The 1939 investigation, as I am informed—I was not 
in the Government then—grew out of complaints that the manufac- 
turer-dealer relationships was too tight, which would lend some color 
to what you say here. 

It was those allegations of the fact that the manufacturers imposed 
too many restrictions upon the dealers that led to the investigation, and 
the Commission at that time recommended that those dealer-manufac- 
turer relationships should be loosened up a bit, and it is my understand- 
ing that that did occur. 

The legislation proposed here, of course, would go back and tighten 
up a bit rather than loosen up the relationship. 

Senator Monroney. Well, don’t you think it is the duty of Congress 
in watching this great industry to be sure that there are not things 
growing up under restrictive, or interpretations which would indicate 
restrictive, provisions of law which can completely demoralize the en- 
tire distributive setup of the automobile industry ¢ 

For example, the automobile manufacturer, when he grants a fran- 
chise in certain sized towns, would put only one dealer in there. I 
mean, it is obvious that for the good of his own merchandising and 
for the good of the dealer, at town, we will say, the size of 25,000 
shouldn’t have 3 or 4 Buick dealers. In consideration of this dealer 
building a decent showroom, advertising, putting in the service equip- 
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ment which is highly specialized for that particular line, he is entitled, 
it would seem to me. toa quid pro quo of some protection that there 
are not going to be other dealers offering the same products in that 
town. 

Mr. Kinrner. What you say, sir, is very reasonable. I think 
America as a whole has a great stake in these small automobile deal- 
ers ittered through the length and breadth of our land who really, 
in most instances, are pillars in their community, both in the payment 
of taxes, in community services, in rendering a place for employment 
of families, and it is, of course, a problem to which, if their distribu- 
tion system is endangered, the Congress and the independent agen- 
cies, arms of the Congress, such as the Federal Trade Commission 
and the Department of Justice in the executive branch, should give 
very serious consideration. 

Senator Monroney. And if this practice has grown up since 1948, 
and if before that it had been a time-honored practice that had never 


been found objectionable, it would seem to me that something must be 
done to clarify the law or you are going to break down your entire au- 
to! ile distribution system. You are going to have the cars for sale 
In every town by 6 or 7 or 8 dealers, and there would be one poor guy 
that has the franchise: he can lose his franchise if he doesn’t service 


those cars, and everybody in town is selling them and underselling him 
on then , 

Mr. Krnrner. Of course, the Federal Trade Commission found sim- 
ilar practice which is contemplated in this bill to be unduly restrictive 
in 1939 and that there should be a remedy, a loosening up of the prac- 
tT ce 
Senator Monronery. You mean as to the right of a dealer to an ex- 
clusive franchise from the manufacturer ? 

Mr. Kainrner. Restrictions upon the dealer’s right to resell to 
whomever he wished. 

Senator Purren.. Well, wasn’t there a territorial proposition, and 
all that, mixed up ¢ 

Mr. Kinrner. Yes, sir. 

Senator Purreit. Wasn’t there 
tory and in territory, and so forth ? 

Mr. Kinrner. Yes, sir. 

Senator Monroney. I can realize a man might have a brother-in- 
law in the Ford business and would want to buy from his brother-in- 


] } 


law because he ould not hay CO pay for it so promptly, but this isn’t 


a question of selling out of terri- 


the question we are talking about today. It is a question where in 
every community you have 3 or 4 Ford dealers, 10 or 12 Chevrolet 
dealers; yet the one that holds the franchise can lose the franchise 
if he doesn’t service properly every one of those cars sold in his com- 
munity. 

Mr. Kinrner The automobile industry is one of the key industries, 
as the committee well knows, of this Nation, and it is absolutely 
essential that this industry be kept healthy. It is also essential that 
we keep healthy our American distribution system. 

Senator Monronry. Well, I certainly agree with you. I happen to 
be in the distributive trade, and I know the problems of trying to 
loosen up against restrictions, but there is apparently nothing in the 
act, from your testimony, that the manufacturer can withdraw a fran- 
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chise if the dealer doesn’t advertise enough, if the dealer doesn’t have 
the kind of a merchandising plant that he deems essential for that 
size community, if he doesn’t give proper service or buy the equipment 
to service the cars, and all those things, but in this 1t appears to be 
minor to the danger, to the health of the industry, if the manufacturer 
1s faced with a closed door that this man can sell all the cars that he 
wants to another dealer in another town to invalidate the same fran- 
chise that the dealer has in his own town. 

Mr. Kinrner. There were similar considerations, as I understand 
it, in connection with the so-called fair-trade legislation, and that was 
what prompted the Commission to suggest the possibility of applying 
fair trade under the McGuire Act to the industry. 

Senator Monroney. Well, the Fair Trade Act, though, would go 
much bevond this, wouldn’t it, that these dealers, as I understand it, 
the franchised dealers are not compelled to maintain a price in their 
own area. If they are stuck with a car they can give $500 more on a 
tr idein, or they can do a lot of things in disposing of that merchan- 
dise, but they clispose of it through the reoular franchised outlets. 

Mr. Kinrner. You have put your finger upon the difficulty of apply- 
ing fair trade to the automotive industry, Senator, because of the 
trade-in. 

Senator Monroney. The purpose of the act was to prevent destrue- 
tive competition in trade-marked items, brand-named. Now, there is 
nothing more than brand-named or trade-marked than an automobile. 

Mr. Kinrner. That is correct. 

Senator Monronry. I mean, maybe you can buy 2 or 3 kinds of 
aspirin under different names, or anything else, but when you buy an 
automobile you are buying a name that has tradition and histo ry and 
acceptance, and all that thing, and it would seem to me that in the 
sume pattern that the Congress wrapped its arm around fair trade, 
that there is another treatment that perhaps may be due if destructive 
practices continue to be given to the automobile industry because of 
its peculiar nature. It is not just a packaged drug or an item of food 
that is bought every day. 

Mr. Kintner. We recognized in our 1939 report, and in the 1944 
report, also, that the automobile industry is unique in many respects. 
It naa a unique distribution system. 

enator ee y. And it has proven suecessful in trade practices 
up to this point; I mean you have to recognize that, I think. 

Mr. Kinrner. It has. There has been a great amount of competi 
tion in the automobile industry. We have recognized that in our 
reports. We consider that such a degree of competition is healthful. 

Senator Monroney. But there can be a type of competition that can 
also finally be destructive, can’t there 4 

Mr. Kinrner. That is correct. 

Senator Monroney. I mean that the competition that exists today 
between the franchised dealers of the Big Three, we will say, is also 
going to be pretty free competition. I mean that should we encourage 
it or permit it to be encouraged by lack of attention through legisla- 
tion, it could become a system of distribution that eventually will 
break down the competitive system, perhaps. In other words, you 
lose the franchised dealers, and the thing gets to where there is no 
value to the franchise, and then only that car that has the most cur- 
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rent acceptance for that year will be in demand; you won’t have your 
year after year after — of hard work in establishing and maintain- 


ing and cont nung 11 -— tion 1 competitive ¢ ar. 
Mr. Kintner. That is correct, sir. 


senator iat te _ "That IS A l] I have. 

Senator Purre ty. I couldn’t he Ip but note, Senator, with some slight 
mile, that when you are thinking of analogous cases—and I have in 

ind we are trying to get out of here in the Senate, and I also had in 
mind the problem we have before us—the first thing you thought of 
was aspirin I remember vou spol e about brand name 

Senator Monroney. May I ask the distinguished chairman if he 
was here until midnight last night ? 

Senator Purre.y. I was here in spirit if not physically. 

Sx nator Potter, we are olac l to have you here tod: ay. 

Senater Porrer. I am sorry I was not here earlier. 

Senator Pcrrenti.. I know the witness also has a meeting at 11 
o'clock, and I am sorry we delayed you. We appreciate your being 
here with us, Mr. Kintner. 

Mr. Kinrner. It is a pleasure, sir. I think there is no more able 
committee than this in the Senate. and no more able subcommittee 
than thet which I have sat with this morning. 

Senator Scuorpre.. Mr. Chairman, I would like to suggest this, 
that in the committee’s deliberations, since counsel has testified here 
this morning and has some conversancy with this matter, as far as | 
am personally concerned, there are some matters that in executive ses- 
sion I would very much like to further pursue with reference to how 
this bill might be amended. 

Mr. Kintwner. I hold the Senator in the oe esteem, and it would 
bea person il ple asure to assist the Sen: wor in any way possib le. 

Senator Purret.. We will do that at a 1: ae date and will be calling 
upon you, [ am sure. 

(After the hearings were conc luded, the following letter was re- 
dieu from the Department of Justice :) 
DEPARTMENT OF JUSTICE, 
July 21, 1954. 
Hon. Jonn W. BRICKER, 
Chairman, Committee on Interstate and Foreign Commerce 
United States Senate, Washington, D. 


. 


Dear SENATOR: This is in response to your request for the views of the Depart- 
ment of Justice relative to the bill (S. 3596) to amend the Federal Trade Com- 
mission Act with respect to certain contracts, agreements, or franchises to 
enable manufacturers of auomobiles and trucks and their franchise dealers to 
protect their goodwill in the business of manufacturing and distributing automo- 
biles and trucks made or sold by them by restricting franchise dealers from 
reselling to certain unauthorized persons 

The bill would amend the Federal Trade Commission Act, as amended (15 
U.S. C. 45), by adding two new subsections to section 5 (a) thereof (designated 
a” in the bill). The new subsection (6) would provide that nothing in any 
of the antitrust statutes shall render unlawful any contract, agreement, or 
franchise by which a dealer in new motor vehicles agrees with a manufacturer 
that such dealer will not sell, either directly or indirectly, a current model 
motor vehicle to any person or entity engaged in the business of selling new 
or used motor vehicles other than one who is operating under a franchise or 
authorized dealer agreement with the particular manufacturer. The new sub- 
section (7) would provide that nothing contained in any of the antitrust statutes 
would make it unlawful for a manufacturer of motor vehicles to enforce any 
agreement authorized by the new subsection (6) by refusing to sell to, or by 
canceling the franchise of, any dealer who knowingly violates the agreement. 
Under the bill, the present subsection (6) would become subsection (8) of the act. 
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It should be noted that the bill seeks to provide an exemption from the anti 
trust laws by amending the Federal Trade Commission Act. Such a provision 
in the Federal Trade Commission Act would lend disorder and confusion to the 
body of Federal Statute law governing trade and commerce, The proper place 
for specific exemptions to antitrust laws would appear to be in the antitrust 
laws themselves 

Apparently the proposed legislation is designed to meet current conditions 
in the automobile industry which have resulted in the practice of bootlegging 
new automobiles to used-car dealers for resale at prices below the prevailing 
level charged by new-car dealers \ large volume of production has recently 
created surpluses of new automobiles in certain areas of the country As a 
result, some franchise dealers have sold their vehicles to used-car dealers in 
order to liquidate their inventories, while other franchise dealers have been 
willing to take a reduced profit in order to increase unit sales. This in turn 
has created price weaknesses in the automobile industry which many franchise 
dealers have regarded as a serious threat to sales and profits. Proposed solu 
tions by the industry itself, which were rejected, would have imposed illegal 
restrictions on distribution methods in the automobile industry, constituted a 
boycott on used-car dealers, artificially stabilized prices of new motor vehicles 
in the face of a definite form of price cutting in the industry, and imposed illegal 
restrictions on products after sale to dealers who take independent title to the 
vehicles. The proposed legislation would n effect, legalize these industry 
actions which would otherwise be clearly violative of the antitrust laws 

Enactment of S. 3596 would carve out a special exemption from the antitrust 


laws relating to only one aspect of distribution within a single industry This 
fact alone renders apparent the discriminatory effect of the proposed legisla 
tion Many automobile dealers are experiencing, for the first time since World 


War II, the effects of stringent competition. Some dealers, who by no means 
ments and profits which must be eliminated through contract or statutory action 
It has never been the purpose of the antitrust laws to preserve the status quo 


represent all automobile dealers, view bootlegging as a threat to their invest 


or to guarantee protection against impairment of capital which might result 
from competition in the form of new products or new methods of sale. The fact 
that bootleg sales are so prevalent in the automobile industry may indicate that 
a large segment of the purchasing public favors a new method of distribution 
in the automobile industry. If the problem of automobile dealers is to be 
solved by enactment of the present bill, moreover, the way will be opened for 
countless appeals to Congress by every industry group with a real or fancied 
problem produced by intensified competition. The Department of Justice does 
not believe that the current competitive conditions in the automobile industry 
present a reasonable justification for tampering with the antitrust laws by 
granting special preferential exemptions which run counter to the American 
standard of a free and vigorous economy 

Accordingly, the Depatrment of Justice is opposed to the enactment of the bill 

The Bureau of the Budget has advised that there is no objection to the sub 
mission of this report 

Sincerely, 
WILLIAM P. Rogers, 
Deputy Attorney General 


Senator Purren.. Our next witness is Mr. Frederick J. Bell, execu- 
tive vice president of the National Automobile Dealers Association. 

Am I correct in my understanding that you will probably start this 
off and bring your other witnesses along ? 

Mr. Bretxi. That is correct, sir. 


STATEMENT OF FREDERICK J. BELL, EXECUTIVE VICE PRESIDENT, 
NATIONAL AUTOMOBILE DEALERS ASSOCIATION, ACCOMPANIED 
BY ROLAND F. KIRKS, COUNSEL 


Senator Purtett. We are happy to have you. 

Do you have a prepared statement to be submitted ? 

Mr. Bet. I have a prepared statement to submit, or which has been 
submitted, and, with your permission, I shall restrict my statement 
now to a brief résumé of what the NADA has done. 
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Senator Purret.. Do you wish the prepared statement to become a 
part « f the rece rd? 

Mr. Betxi. Yes, sir, I do. 

Senator Purrett. Without objection, 8) ordered. 


(The pre vared statement of Frederick a Bell 5 as follows:) 
STATEMEN F Rear ApM. FRepERICK J. BELL, UNITED STATES NAvy (RETIRED), 
exe 1 Vick PRESIDENT, NATIONAL AUTOMOBILE DEALERS ASSOCIATION, IN 


SUPPORT OF 8S. 3596 AND H. R. 9769 


[I am Frederick J. Bell, executive vice president of the National Automobile 
Dealers Association whose national offices are situated here in the District of 


Since early last fall, NADA has been deluged with requests from dealers of 
es, handling virtual ill make if cars in practically every State in the 
Union, urging that immediate steps be taken to curb this business-wrecking 
practice of bootlegging 
At . eeting in December 1953, our executive committee considered what 
approach or action NADA should take to eliminate bootlegging of new auto- 





mobile rhe executive Committee after much discussion determined that this 
problem should be referred to NADA’s several “make” advisory committees 
for their consideration and specific recommendations. In the meantime, I was 


directed to discuss the matter of bootlegging with factory top management and 
to request each factory to go on record to its organization, in writing, stating 
that it opposed the practice of bootlegging and that it subscribe to the policy 
that its dealers were to sell at retail, not at wholesale. 

I should like to describe brietly the composition of our “make” advisory 
committees. As their name implies, their function is purely advisory in nature. 
There is 1 “make” advisory Committee for each of the 16 lines of passenger cars. 
Each “make” committee is made up of one dealer from each State handling that 
make of car. We thus have for each “make” an advisory committee consisting 
of 1 man from each of the 54 NADA States and districts. 

In January 1954 during NADA’s annual convention, our “make” advisory com- 
mittees met to discuss the problems peculiar to their own make, as well as prob- 
lems affecting many or all makes. Reflecting the views of all dealers each com- 
mittee urged immediate action to stop the flow of new cars through nonfranchised 
dealers 

We proceeded promptly to collect facts from every State in the Union con- 
cerning the extent of bootlegging and the adverse effects of this practice on 
the public, the economy, and our industry. 

On February 23 and 24, 1954, NADA’s president, general counsel, and I talked 
with the president, general counsel, and others at General Motors, Ford, Chrysler, 
and Nash. We went to Detroit with a definite plan of action to propose, but 
eager to listen to any other solution that might be offered. 

We asked each manufacturer three questions: 

(a) Do you agree with us that the situation is serious and that time is of 
the essence? 

(bd) Have you a remedy that can be applied at once? 

(c) If not, are you willing to accept the solution we propose? 

The answers were in the order—Yes, No, Yes. In other words 

(a) Factory top management shared our views as to the seriousness of 
the problem. 

(b) They had no solution to propose. 

(c) They were willing to accept our proposal which consisted of efforts 
to obtain from the Department of Justice a statement that criminal proceed- 
ings would not be initiated against manufacturer or dealer in the event that 
an antibootlegging clause was reinstated in the franchise and, concurrently, 
efforts would be made to obtain the introduction and enactment of an 
amendment to the antitrust laws which would make an antibootlegging 
clause legal 

Discussions were also had with Studebaker and Packard, and their agreement 
obtained. 

On February 24 and 25, 1954, General Motors and Ford directed letters to their 
respective dealer bodies deploring the practice of “bootlegging.” 

Further conferences were held at the general counsel level March 8 through 
11 and again on May 28. 
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A lengthy and comprehensive brief was prepared by N. A. D. A.’s general coun- 
sel and his staff and presented to the Attorney General on May 6, 1054. 

On the basis of the facts and the legal arguments set forth in the brief, the 
Department of Justice was requested to waive its right to criminal proceedings 
indefinitely, or alternatively, for a specified time, through the medium of a 
railroad release, in the event that the so-called antibootlegging clause were 
reinstated in the franchise between automobile manufacturer and dealer. 

On May 27, 1954, N. A. D. A. was advised by the Department of Justice that it 
could not “undertake to waive the institution of criminal proceedings with re- 
spect to such a contractual provision should we decide to test its legality if mem- 
bers of the National Automobile Dealers Association should incorporate it in 
their franchise agreements with manufacturers, since it raises important ques- 
tions under the antitrust laws. The same considerations require us to deny your 
alternative request for a waiver, for a specified period of time, of the Depart- 


ment’s right to institute criminal proceedings with respect to such action by 
members of the association, if it is undertaken by them 

Immediately after receiving this denial, a further conference was arranged 
which was held on June 2. At that time a substitute proposal was made by 


N. A. D. A. We requested that, should the Department of Justice determine to 
test the legality of such an antibootlegging provision in the franchise agreement, 
the test would be conducted in the civil courts, and, further, that should the 
results of such a test be in favor of the Government a reasonable time would 
be allowed for the manufacturers and dealers concerned, acting with promptness 
and due diligence, to remove the clause from the franchise agreements. In short, 
we requested very simply that any further litigation, if instituted, be civil rather 
than criminal in nature. 

On June 11, 1954, this request, too, was denied by the Justice Department. 

In a final effort to obtain Justice Department clearance a conference was ar- 
ranged with the Attorney General and held June 15. At that time, we again dis- 
cussed and reviewed the whole bootlegging problem and N. A. D. A.’s previous 
requests. The Attorney General was urged to act under the rule-of-reason ap- 
proach rather than one of presumed guilt and per se violation. He was again 
asked to agree that if the antibootlogging clause is reinstated in the selling agree- 
ment between the manufacturer and dealer, and if the Department should subse- 
quently determine to test the legality of such a provision, that the test be con- 
ducted in the civil courts, and that should such a test establish the antibootleg- 
ging provision to be a violation of law then the guilty parties be given a reason- 
able time in which to comply with the court’s ruling and, if they did not act with 
due diligence and in a reasonable time, then it would be expected that criminal 
action would follow. 

It should be pointed out that such a clause existed in the various franchise 
agreements for many years and at no time during that period was intensive com- 
petition restricted in the automobile industry. 

The Attorney General again stated that the Justice Department could not 
approve the various substitutes we had proposed. 

We continue to believe that our request to the Department of Justice was a 
proper one. We acted under what we consider to be a rule-of-season approach. 
We are confronted with an abuse of free-enterprise competition that has serious 
marketing and economic effects on an industry that gives employment to more 
than three-quarters of a million people and has an overall capital investment 
exceeding that of its suppliers. 

After receiving this final rejection by the Department of Justice no alternative 
was left us. The only remaining course was to appeal to Congress for legislative 
relief. §S. 3596 was introduced in the Senate on June 11 by Senator Dirksen and 
the companion bill, H. R. 9769, was introduced on July 1 by Congressman Crum- 
packer. The passage of this much-needed legislation will provide the relief 
we seek. 


Senator Purrett. You may proceed, Mr. Bell. 

Mr. Bett. My name is Frederick J. Bell, rear admiral in the re- 
tired list of the American Navy, and executive vice president of the 
National Automobile Dealers Association. 

In December 1953, the executive committee of N. A. D. A., consist- 


ing of 12 vice presidents, expressed its concern about the practice 
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of bootlegging, and the advisory committees, consisting of representa- 
tives from all States and some of the major metropolitan areas, re- 
affirmed our growing concern. They pointed out that the practice 
Was growing; that it was nationwide; and they urged that immediate 
e taken to prevent this flow of new cars through 
rit franchised outlets. 
On February 23 and 24, 1954, N. A. D. A.’s president, general coun- 
l, and I, talked with the president, general counsel, and others at 
General Motors. Ford, Chrysler, and Nash. We went to Detroit with 
a definite plar of action to propose to General Motors, Ford, Chrysler, 


} 
I 


and Nash, and less form lly with the presidents of Studebaker and 


ial 


corrective action | 


I 


o each of the presidents we asked three questions: 


First, do you agree with us that the situation is serious and that 
time of the essence? 

And t Le} said, “Yes.” 

We said, “Do you have a remedy that can be applied at once?” and 
without except on, they said, “No, we haven’t.” 

The we asked, “Will you listen to the proposed solution ?” and 
they said, “Of course.” 


Our solution at that time in N. A. D. A. was to go to the Department 
of Justice and ask the Department for a release from the criminal 
liability if the so-called antibootlegging clause were reinstated in the 


On May 6, after a great deal of work 
} 


nator Pr RTELL. You Sala “they all agreed,” mi aning whom ? 


Mr. Bextu. The presidents of the various factories said, “Yes, we 
I nk that s a reasonable appron h for your association to take’—- 
having agreed with us that it was a serious matter, and that time was 
of t] ( ence, and that they had no solution themselves. 

On May 6. we ide a lengthy presentation to the Department of 
Justice in a conference with the Attorney General and Judge Barnes, 
in Wi! h wea ked them bri fly aul d, of course, the details ean be 
brought out by counsel; this is simply a lay expression of opinion here. 


We asked them to waive criminal proceedings indefinitely, or, al- 
ternatively, for a specified time, through the medium of the so-called 
railroad release. 

Three weeks later, on May 27, the request was denied. 

A few days later, on June 2, we went back to Judge Barnes and 
asked him, alternatively, if the Department of Justice would view 
with favor another req est of ours seeking a solution of the same 
problem, that if they should ever decide to test the legality of the 
antibootlegging provisions in the franchise, would they test it civilly; 
would they test it in the civil courts instead of bringing criminal 
proceedings agalnst the factories or the dealers, and in the event 
that t] elvil test were decided in favor of the Government, would 
they then permit the franchisees and dealers, acting with due dili- 
gence, to then remove this clause from the franchise. 

On June 11 that was denied. 

On June 15 
Senator Scnorrre.. Last June, last month ? 

Mr. Betx. This was all in this year, yes; June 11 of this year. 
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On June 15, in a final effort to obtain some relief from the Depart- 
ment of Justice, we had a conference with the Attorney General. 

In both that conference and the preceding one on July 11 state- 
ments were made very much along the line of those made by the 
gentleman who just represented the Federal Trade Commission, that 
this is only a part of a very broad and complex problem. 

That may be true, but we reminded them—I said, “We used to have 
back in the Navy a saying that the ship was sunk but the crew were 
all in uniform. Now you are telling us, ‘Let’s wait until we get the 
crew all nicely lined up in uniform,’ but meantime the ship is sinking. 
We have a situation of industrial chaos, and we are asking for some- 
thing to meet the problem.” 

The Attorney General merely reaffirmed Judge Barnes. 

Of course, that was the 15th of June, and that left no alternative 
but to seek relief from the Congress, and so S. 3596 was introduced 
in the Senate by Senator Potter for Senator Dirksen, and the com- 
panion bill was introduced by Congressman Crumpacker in the House. 

Speaking for the National Automobile Dealers Association, we 
most respectfully urge favorable action by this committee in behalf 
of this bill, and I certainly thank you for the opportunity of appearing 
before you. 

Senator Purretn. Thank you very much, si 

Mr. Bell, I understand it was your desire to introduce the rest 
of the gentlemen, or shall we call them in the order they are listed 
here ? 

Mr. Betz. Just call them in that order. 

Senator Purre.y. All right. 

We will give the committee members an opportunity to ask ques- 
tions if they wish, although I understand your counsel would prob 
ably prefer to answer the questions. 

Senator Monroney. I have no questions, 

Senator Purret.. There are no questions at this time. 

The next witness is Charles C. Freed, president of the National 
Automobile Dealers Association, 47 South Second Street East, Salt 
Lake City, Utah. 


STATEMENT OF CHARLES C. FREED, PRESIDENT, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Senator Purreitzt. We are glad to have you with us, Mr. Freed. 

Have you a prepared statement? 

Mr. Freep. Yes, I have a prepared statement. It has been sub- 
mitted for the record. 

Senator Purreii. Is it your desire to read it, or may it go into the 
record and you summarize it? 

Mr. Freep. Certainly, in the interest of your time, Mr. Chairman, 
and the time of the members of the committee. It is a long state- 
ment because we are in trouble as dealers, and I would like to quickly 
highlight it, as quickly as I can, but in no way diminish the impor- 
tance of the problem. 

Senator Purrett. Without objection, your entire statement will 
become a part of the record. 

Mr. Freep. Thank you, sit 
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pre pared tatement of ( harles £5: Freed j as follows:) 





STATEMENT OF CHARLES C. FREED, PRESIDENT, NATIONAL AUTOMOBILE DEALERS 
LSsoc N 
My name is Char C. Freed. I am a retail automobile dealer in Salt Lake 
Cit - Utal ind I anpear before thi com ittee In my capacity as president of 
the Na Aut le Dealer As e1atiol ] Speak also as one of the 
the of auth ed automobile dealers who is concerned with and ad- 
verse affected by the practice the proposed legislation now under considera 
tion wa designed t eorre 
he National Automobile Dealers Association, with a membership of approxi- 
ma 33,000, represents the new-car and new-truck dealers of the United 
Stats NADA is one f the world’s largest associations of retail merchants 
a the ] members have sold approximately 90 percent of all new 
‘ I s( ent of the used cars sold in this country 
As w e J ted out later, the authorized new-car and new-truck dealers 
of the }» rive emplovment to more t n 725,000 persons and meet payrolls 
totali $2 billion per year. The average dealer has been in business more 


rhese facts emphasize the position of the franchised dealers as a vital link 


e national economy. Despite the tremendous size of the retail automobile 
business whe considered collectively, 4 out of 5 of the dealers who comprise 
membership in NADA sell less than 100 new cars per year Therefore, I speak 
on behalf of a very large group of representative small-business men—and I 
submit, gentlemen, these small-business men are in grave difficulty at this time. 

\ very grave and menacing problem, commonly referred to as “bootlegging,” 

‘ e re automobile industry toda) The term “bootlegging,” as 
used herein is understood in the ind istry to encompass the sale of a new auto- 
mobile by an ithorized (franchised) dealer to an unauthorized person for 
ré e, and ft subsequent resale by such unauthorized person to the ultimate 
line ‘his practice, in recent months, has become increasingly serious 

: t ti present time the long established manufacturer-franchised dealer 
syste of d ihbution is in jeopardy New-car dealers in every section of the 


country have raised their voices in bitter protest and have demanded relief 


from this pernicious practice 


| ssu tted to the National tomobile Dealers Association by authorized 


1 





( ry State in the support conclusively new-car dealers’ 
if must be curbed if the present system of new-car distri 
preserved \ digest of the evidence provided by those dealers 

tained by NADA from other sources and the substance of their appeals 
tance follows 

hout the years, many distribution methods have been tried, including 
issenger cars by mai Historically, three basic distribution 
e] ave | n emploved The first was from manufacturer to distributor 
etailer to consumer. The second was from manufacturer to manufacturer’s 
branch (where retail and wholesale operations were combined) to retailer to 

cu CT lhe third is the present System 
It is s ificant to note that in the first two systems wholesaling functions 
e performed by the distributor and the manufacturer’s branch. The dis- 
utor Was a necessary middleman as long as (1) volume remained relatively 





Ww (2) manufacturers and dealers had limited financial resources; and (3) 
production centers were concentrated, whereas the market was broad. The im- 
| ance of the distributor declined with production volume gains 

Generally, manufacturers indicated a preference for independent dealers to 
perform the retail function, but in many instances were forced to adopt the 

ictory-branch system because strong dealers could not be obtained. Retail 
branches were abandoned when such dealer organizations were set up. Diffi 
ties in standardizing operating procedures, particularly with respect to trad 
ug, conditioning, and sell used cars upon which a successful retail operation is 
materially dependent likewise contributed to the decision to abolish factory 
branches , 
The trend toward adoption by all manufacturers of the direct-to-dealer 
channel is attributable to the growth of the industry and the improved financial 


strength 


of manufacturers and dealers. The distributor became an economic 
xury. Functions performed by distributors and factory wholesale and retail 
branches were absorbed by the manufacturer and dealer. Due to increased pro- 
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duction volume, manufacturers found that they could sell direct to retailers at 
lower distribution costs. The present system emerged as the most economical 
and satisfactory method for industry and public alike.’ 

The views of a manufacturer with respect to the present system appear to be 
that “the distribution of its products at retail can best be effected by independent 
dealers operating on their own resources.” * Such a dealer organization, how- 
ever, must be “healthy.” Experience has shown that only profitable dealerships 
can render the aggressive selling and efficient service needed to sell cars ef- 
fectively.* The general reasoning is that the manufacturer is no stronger than 
his dealer organization.‘ In other words, “a strong, stable dealer organization, 
affording a balanced coverage of the market, is a prime requisite for volume 
sales of passenger cars.” * 

The economic strength and stability of the Nation’s new car dealers today is 
hest evidenced by the fact that collectively they have more capital invested in 
the automobile business and employ more people than the manufacturers of the 
products they sell.’ 

The rise of stable and financially sound dealer organizations has facilitated 
the shift to and the maintenance of the present direct-to-dealer system.’ Hence 
a threat to the economic strength and stability of the individual authorized 
dealer endangers the distribution system itself. sootlegging constitutes such 
a threat today. 

Since early last fell, NADA has been deluged with requests from dealers of all 
sizes, handling virtually all makes of cars in practically every State in the Union 
urging that immediate steps be taken to curb this business-wrecking practice. 
Generally, the view has been expressed by dealers that it is impossible for them 
to maintain their retail and service establishments and compete successfully 
with bootleggers in selling new vehicles. Typical of the complaints NADA has 
received in recent months with respect to this practice are the following: 

Arkansas: “Arkansas economy being effected to alarming degree as new car 
bootlegging continues. Our State with more than 90 percent small dealerships 
s losing many new car dealers as they are being forced to quit. Bootlezgers have 
small overhead, contribute very little to the communities. Pay little or no tax, 
have no service department which means the purchaser goes to the new car 
dealer for his service. We need positive action at the very earliest moment.” 

California: “Unless positive action is taken to curtail bootlegging and is con 
tributing vices the economic, financial and disastrous business effects will be 
chaotic. In this area the financial position of the dealers brought about due 
to bootlegging practices is extremely. serious.” 

llorida ; “Ninety-four current model cars on Orlando, Fla. used car lots today. 
Forty to sixty new cars being bootlegged in Orlando monthly * * Thoroughly 
disgusted with bootlegging activities.” 

Georgia: “As an automobile dealership since 1916 selling Buick and Cadillae 
cars * * * with investment over million dollars plants and equipment, we are 
most alarmed over bootlegging of new cars in our territory by unscrupulous 
franchised dealers through independent used-car dealers. Conservative estimate 
15 percent and we believe higher of all 1954 new cars, all makes sold our territory 
since January 1, 1954, have been through used car dealers with result two previous 
franchised dealers in Columbus have suspended operations during this period. 
Kight more report now operating at loss. Our earnings due over allowances 
necessary get any business account. Price cutting by used car dealers on new 
cars being sharply and alarmingly reduced each month despite our long experi 
ence, ample parts and service facilities, and extra hard work on part entire 
organization. Truly alarming situation when after almost 50 years of sound 
business practices have built a solid and well-financed business to realize power- 
less to combat or prevent. If this situation of bootlegging allowed to continue 
such loss of revenue will eventually drive us out business.” 

For an excellent summary of the evolution of motor-vehicle distribution see Marketing 
Channels, by Richard M. Clewett (1954), ch. 4, Automobiles, written by Charles N. Davis- 
son, associate professor of marketing, school of business administration, University of 
Michigan, pp. 84-112. Also, see Report on Motor Vehicle Industry, Federal Trade Com- 
mission, 1939, H. Doc. 468, 76th Cong., 1st sess., pp. 106-114. 

? Report on Motor Vehicle Industry, p. 436. 

® Marketing Channels, op. cit., supra, at 1, 105. 


4 Tbid., p. 104. 
5 Ibid., p. 102 


wi statement is based on a study and analysis made by NADA’s research staff in 
lecember 1951. 


* Marketing Channels, op. cit., supra, p. 84. 
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Illinois: “If bootlegging of new cars continues, it will force many franchised 
new car dealers out of business and cause a change in the distribution of auto- 
mobiles. Such a change would be catastrophic and lead to economic chaos. 
Most urgent that positive action be taken against this cancerous problem of 
bootlegging.” 

Kansas: “There isn’t a dealer in Wichita and most of Kansas who hasn’t suf- 
fered great economic loss from new car bootlegging by used car dealers. In my 
own case, it has been the first time in over 20 years that we have not been able 
to make a profit and if the present situation continues, I can see very little future 
for the franchised dealer.” * * * “Cannot emphasiez too much that many dealers 
are going broke * * * applies to small-town dealer as well as the larger dealer, 
all of whom are suffering great financial hardship.” 

Maine: “Bootlegging of new cars by used car dealers resulting in damaging 
effects to the public and established high overhead new car dealers. Some defi- 
nite action to curb these vicious practices certainly must be taken.” 

Massachusetts: “Entire automotive industry threatened by serious bootlegging 
situation, unless curbed, we cannot continue in business as authorized and fran- 
chised dealers. Breakdown of the distribution system at the local level will 
reflect itself in terrific loss to car dealers, their organizations, the manufacturers, 
and their workers. We are presently selling approximately 100 cars per month 
and are in the red year to date.” 

Nebraska: “We are very concerned in our area with the new problem known 
as bootlegging. Most new car dealers are having serious trouble trying to main- 
tain factory required standards of merchandising and servicing in face of finding 
new cars being dumped in their trade territory at greatly cut prices by others 
than authorized local new car dealers. This looks like total collapse for the 
retail auto industry as it has been known from the beginning.” 

New York: “New ear bootlegging is now confirming our fears of the past as 
dealers representing independent manufacturers are now actually being forced 
out of business and if they have enough money left are trying to continue as 
hootleggers themselves by buying and selling all makes, This eliminates neces- 
sity of stocking parts, supplying service, ete. necessary for franchised dealer 
thereby decreasing capital requirements. This is only beginning of complete 
breakdown entire distribution system. First independent dealers will be gone, 
followed by others unable meet competition of quick profits without obligation 
to public. Purchasers in States and cities are demanding protection of authori- 
ties from misrepresentation, lack of guaranty and higher than represented price 
so nobody is benefited We are watching slow but definite confiscation of re- 
liable, franchised dealers, unable continue maintain facilities, parts, and service 
necessary to safety and welfare of motoring public.” 

North Dakota: “Let me again state that the bootlegging of automobiles is 
causing widespread disruption of ordinary automobile business procedure. North 
Dakota dealers jittery and afraid of what the future holds. Official figures show 
41 dealership out of business this year to date. This is approximately 8 per- 
cent of our legitimate enfranchised dealers.” 

Ohio: “Bootlegging becoming more prevalent daily in our area. It destroys 
the morale of our better dealers as well as their profits. My opinion is that present 
system of automobile retailing will be seriously threatened unless bootlegging is 
stopped. I strongly urge positive action at once to halt this vicious practice.” 

Oregon: “If bootlegging continues to expand at present rate it will soon 
jeopardize investment franchised dealers. Public now confused as to price 
structure. Our industry to be successful must be stabilized.” 

South Carolina: “Eight bootleggers with hogwire and gravel for overhead 
continually offering new Chevrolets here slightly above dealers’ cost. Threaten 
our economic existence and jobs for 80 employees and 334 dependents. Lost 
money April, also February. Impossible to maintain any standards of service 
to the publie under bootleg conditions. Of 99 new Chevrolets registered Spartan- 
burg March only 88 acceptable deals and even less for April.” 

Tennessee: “Bootlegging situation this area continuing to get worse. Dealers 
folding or in liquidation * * * Alarming my business and all legitimate dealers. 
Capital in great jeopardy.” 

Texas: “Have a net loss here today. footlegging definitely result. Some- 
thing should be done immediately to curb monopoly and bootlegging.” 

Utah: “Extremely urgent something be done to alleviate chaos in new car 
sales. Condition this territory brought about largely as result of bootlegging. 
While Utah law prohibits used-car dealers from representing cars as new 





OMmODI LE 


community as well 


bootleg { nan be st pper 


West 


throughout Wyoming are I hurt tremendously by 


sand trucks that are coming in ra g under my franchise 
-1y 


irdship today because of this prol m : j \ impossible 
ndefinitely unless this boot } 
hoot 
ret 11h ! be 
maint 
his wnu l and 
I competi 
authorized new-car deal 
the first 9 months of 1955 
ilers were 39th 
heir rat f ne fi to sales 
NADA’s Report of Operating Averages for the mobile Retailing Industry 
953 shows clearly t} 


new-car dealer The table below represents the combined experience of dealers 


re narrow margin of t ting profit of the average 


handling all makes. It shows the ratio of dealer's gross profit and operating 
profit before taxes to total sales at the end of 3 months, 6 months, 9 months, and 
> months of 93 The volume vrou are based on nil deliveries of new 


" 3 Group I, 149: group IT, 150 


are not for the individual quarters, t are cumulative to the 
od Thev reveal the startling fac i all dealers combined, 
sses were sustained in the final 38 months 


f sales was suddenly red | to hi hat 


On 
Ledebeo Th 


ratio by the end of the vear 
Che figures for the , 3 months of 1954 are even more al ! Average 
ing profits for all rs plummeted to 0.8 percent o 
heretofore noted, dealers are very positive in their \ hat tlegging 
is the principal cause of this dangerous decline in their ope1 Indi 
vidual dealers who responded to the busines nacemel rvey were most 
mistic concernin resent conditions it e ind 1 i ‘ample, one 
‘rina midwestern State handling one nore | makes explained 
his profit decline in this was 
Te ittle p t left in new deals after discounts and 
litless except to manufaciurers aler holds the 
annot continue Disastrous for all dealers 
selling an “independent” line in the Far West reported 
have operated without profit to maintain any semblance 
mn The $64 questio i flow long 
ng under these continuing conditions * 


inswer to this question.’ 
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er reported 


‘As an automobile dealer for the past 31 consecutive years we see no future 





as a dealer We have practically decided to liquidate in spite of $550,000 
inive ent 
An « ‘ dealer handling one of the most popular lines explains his situa- 
tis th \\ expel s hig) ind new units be delivered at cost or 
tl ‘ he vere thre it hye e! hie SS 
4 southe dealer. we feel. expresse he sentiments of many of his fellow 
dealers when he r¢ rted: “lam str \ a farming section \iv operations 
tl st quarte 1954 have been worse than any other quarter experienced 
Sil ‘ ‘ ‘ 
. i ‘ ealer pa ed this ‘ We] ‘ ! dditional loss to take 
befor quidate our used-car inventor r) wi e one of our poorest 
( Le deat I 0 Ke t oO et l 
i over porth (ie el izvested 1 solution in these words: 
I evging LUSt d be in factory franchis 
‘ ust 10 davs NADA received from dealers and dealer repre 
sen tl States estimates of the number f new-car dealers in 
their ! } ire presentiv operating at a loss and who, if the bootlegzing 
practice continu Will go out of business In one area where the practice is 
ps cou it is estimated that £0 percent of the thorized dealers are 
lk \ Ihe st conse itive estimate received indicated that 1 out of 
eve ’ ew ar dealers in tl irea Was operatin at a loss Typical of the 
ra ents ae nving the repo. ire the following: 
rom Alabama There's not a dealer who wouldn't sell his business.’ 
From Ge i I 1 liquidate Operatin since 1912 Past 6 months 
h dest ¢ seen 
i nl \ ny Wil I n usiness lon 
i I i One hundred tv deal rganizing Borrowing heavily. 
Lhree hu ed more will fold 
Irom Kentucky Majority in the red Several have folded.” 
From Massachusetts: “Selling 100 cars a month and in the red.” 
From New Hatipshire ‘If I could bail out IT would.” 
Ik New Jersey “Morale never lower than now, in 50 years of exper’ence.” 
I Oklahoma: “Dealers must return to substandard wages for employees.” 
From Utah “Worse than depression Slow but deliberate confiscation of 
dealers 
bre Vermont Most dealers in red 
From Minnesota: “lranchise available in all lines. Now no Dodge dealer in 
St. Paul or Minneapolis 
From Pennsylvania. “Hundreds operating at loss.” 
Virtual il who commented «ttributed this alarming development, in whole 


or in part, to the effects of bootleggzir 

The foregoing points up quite clearly that sound and stable authcrized dealer 
organizations are sufiering under adverse economic conditions created in large 
part by the bootlegging practice. Continued loss of operating profits can only 
lead to dealer failures Widespread failures or liquidations can mean the de- 
struction of the distribution system. The present rate of failures both voluntary 
and involuntary, certsinly points in that direction. There can be no doubt that 
bootlegging exerts a crippling influence on a retail industry that is generally re- 
zarded as the bellwether of our economy. 

No statistics are readily available which disclose the total business failures 
among new-car dealers throughout the United States in recent months. However, 
in reseponse to a recent survey, dealers and dealer representatives in 40 States 
reported a total of 1,757 dealer failures due primarily to the adverse economic 
effects of bootlegging. These failures range in number from a high in one State 
of 250 to a low of 2 in a sparsely populated Western State. In nearly all cases 
dealer association executives indicated that unless immediate relief is forth- 
coming many others either plan or will be forced to liquidate. The following 
quotations from communications received by NADA to illustrate the extent of 
business failures in recent months 

Brooklyn and Long Island, New York: “Twenty dealers failed.” 

Akron, Ohio: “At least 6 dealers have discontinued business and more plan to 
do so.” 

Washington: “Since last fall approximately 70 dealers have failed or liqui- 
dated.” 
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Uta Forty-four out of 279 Utah franchised dealers have discontinued 
business 

Greenville, S. ¢ “Several (dealers) already forced out of business.” 

New Jersey l’ifty-one new-car dealers have failed or have gone out of busi 
ness duriug past 4 months due to unfair competition.” 

Arkansas Nine percent of 480 paid members failed. Major reason—boot 
legging.” 

North Dakota Official figures show 41 dealerships out of business this year 
to date 

Alabama rwenty-two dealers changed hands and/or gone out of business 
either directly or indirectly because of bootlegging 

Oklahoma (ne hundred tifty have failed or folded within last 9 months,” 

Louisiana \bout 40 in State went out of business since January.’ 

Arizona wo failures this year 

Mississipp Bootlegging combined with economic conditions has resulted 
the failure of approximately 25 of our members and the voluntary liquidation 
of at least 509 more 

Montana: “Three failures in Montana since January 1, 1954.” 

North Carolin: Approximately 15 percent of dealers have gone out of 
business.” 

Michigan: “There are approximately 98 less ‘A’ licenses issued by ecretary of 
state this year than a year ago 

Tennessee: “Since January 1, 22 new car dealers have failed.” 

Kansas: “Since January 1, 1954, to date, 7S of our members have gone out of 


busiess 

Texas: “Forty dealers that we are advised of in areas metropolitan and rural 
have folded up in first + months this year due inability to compete profitably 
With bootleg cars.” 

Illinois: “Such sales practices contribute immensely to some 125 new-car deal 
ers quitting business in this State in 19538.” 


Washington: “Since last fall approximately TO dealers | 


have failed or liq 
uidated,’ 
klorida: “Forty-seven new-car dealers out of business during 1954.” 


Connecticut: “Four dealers have been forced into receivership and about 25 
dealers have sold out rather than attempt to operate in this market.” 
Iowa: “Many dealers are discouraged because of bootlegging practices and 


at least 10 percent of membership (1,300) has changed hands or discontinued 
business in last 4 months.” 

Authorized dealers generally feel they are fighting a losing battle. They 
realize that they cannot continue to pay the costs of their present establishments 
with adequate selling and servicing facilities and engage in cutthroat competition 
with “bootleggers with hog wire and gravel for overhead.” On the other hand, 
they realize that such establishments are necessary to meet the standards of 
their manufacturers and the requirements of the users of automobiles. In short, 
they are in a dilemna. 

The feeling of many of the dealers who find that they can no longer continue 
in business under present conditions was expressed recently by a DeSoto 
Plymouth dealer who stated that “he relinquished his franchise because of ‘unfair 
competition from bootleg’ used-car dealers.” ° 

No doubt some of the authorized dealers who have gone out of business in 
recent months represented General Motors and Ford, but the mortality rate 
among dealers handling lines manufactured by the “independents” and Chrysler 
is reaching alarming proportions 

The net dealer loss of all but one’ of the automobile manufacturers other than 
General Motors and Ford is as follows: 


1942 a OR) detequarter of 1006... 2. ncnsancna 11 


1953 Ley ---. 1,145 1st quarter of 1954_-._..--_- 535 


w 


Note the increase of nearly 1,000 percent in 1958 over 1952 and the increase 
of nearly 5,000 percent in the first quarter of 1954 over the first quarter of 1953. 

These losses are net and do not include dealers who went bankrupt or out of 
business and were replaced by another dealer. Some of the manufacturers 


§From the Chattanooga Times, Chattanooga, Tenn., Thursday, April 15, 1954, p. 24 

® Kaiser-Willys dealers’ loss was not included because their new corporate setup brought 
about a consolidation of dealerships and a consequent net loss considerably above the aver 
ages indicated above However, such losses would have no direct bearing on the subject 
under consideration. 
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leale Insurance costs other than on the building average $15.49 per ca It 
ts the new car dealer an average of S20 per car for the expense of maintai 
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Noncooperative advertising costs S3S.06 per ent 
Most automobile manufactures require their dealers to make heavy contribu 
tions to a cooperative national advertising fund Paragraph 24 of the Chevrolet 
franchise reads ‘In order to give a Chevrolet dealer the advantage of a com 


prehensive and coordinated dealer advertising program, an advertising fund 


composed of a dealer portion and a factory portion, has been established and 








idiministered by seller for the purposes of supporting such a program At 

ding ft recent ilvsis about S200 million is spent a vear on dealer-c 
operative automobile advertising. This is based on an average of $32 per cal 
The split o1 ome different makes is as follows for each eat d: Chrysler 
factory S10 and dealer $20; Ford factory $3 and dealer $15; Chevrolet factory 
83.75 and dealer $12; Nash factory 87.50 to $12.50 and dealer $15.25 Iymouth 
factory S38 and dealer $10; Studebaker fa tory none and dealer $15.25 

When unauthorized dealers sell new cars, they nera furnish the custo 

ers a manufacturer's warranty Serious obl tions are imposed upon the 
franchised dealer under this warrant In addition to performing the require 


ments of the warranty, properly equipped new car dealers perform additional 
ree service for the new car purchase These services are generally per 
formed by franchised dealers as the result of a special service policy in the case 


( 


{f certain makes of cars, and as an accepted part of the warranty 





other cases Lhis servicin includes comprehensive inspections at 


tervals, replacement of parts as provided and other work using expensive trained 
mechanics to meet the demands of an exacting new car buyer Purchasers of 


new cars from unauthorized dealers demand and generally receive the warranty 





and accompanying free servicing as a prerequisite to their purchase. In ob 
taining assurances of such services, the purchaser receives something the unau 
thorized dealer is not equipped to give and to the cost of which he has con 
tributed nothing Franchised dealers who maintain the highly skilled shops 
necessary tor the warranty and servicing program are obligated to perform 
these services 

How much does it cost the new car dealer to perform these services and to 
keep market acceptance? Every automobile manufacturer, as a condition prece 
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dent for granting a franchise, requires the dealer to operate a suitable shop for 
The dealer must maintain large inventories of parts. He must em- 
echanics skilled in the special features of the manufacturer's make of car. 


1 


Most manufacturers require the dealer to employ personnel who have actually re- 





eived specia ed training at the manufacturer's schools 
lany dealers in various parts of the country report that their service shops 
operate in the red. Nevertheless, they must maintain their service departments, 
(}peratil profits must come from the sale of new cars. <A franchised dealer 
i Idaho writes “The unfranchised dealer, as you know, has little or no 
erhead and no responsibility as far as warranty and service that are required 
the factory and the pvblic” [Italie supplied. ] 

Substant expenses are incurred by franchised dealers in sending employees 
to manufacturers’ schools for special training. In the case of Ford and General 
Motors. d ers full salaries and expenses of employees sent to the man 
i turer-sponso schools They also pay whatever additional expenses are 

‘ I eplace these employees during this period Such schools are con 

ted henever new or improved mechanical devices are introduced General 
Mot troducing an elaborate network of training schools. Sites have 
een selected. Plymouth dealers pay the above expenses and in addition, 
purchase projectors and pay flat monthly charges for the use of training slides 
he i educational program There is no way accurately to 

ch costs to deulers 

Surveys show the average cost to a franchised dealer of performing the work 

} d the warranty and service policy \ scientific sampling of new car 
icalers with proper weight given to location, size of dealership, and make of car 


reveals that the average dealer expense was $25.71 per unit of all makes of new 
} 





ears sold at retai Chis amount is over and above any reimbursement they re 
eive from manufacturers Automotive News announced this average unreim- 
rsed st was about S28 per cai According to this survey, franchised dealers 
ave spent an estimated $5 million from their own pockets to fulfill the latter and 
extent of the owner's service policies Many dealers reported to this association 


unreimbursed cost ire considerably in excess of S28 Based 





e reports of bootlegged sales over the past 6 months, there is reason to 
Helieve franchised dealers have spent many millions of dollars to service and 
for bootlegged cars sold by used car dealers 


Tau ded in the cost of operation of a shop are expenses attributed to what the 


trade refers to as “preparation and conditioning.” This covers costs of in- 
specting the car for both assembly line and in-transit defects, tightening bolts and 
nuts, realinement of wheels, ete While good merchandising dictates that the 
dealer perform this essential inspection service, the franchise agreements gen- 
erally require it. For example, the Chevrolet franchise, in paragraph 21 A, reads: 

Dealer will condition each new motor vehicle and chassis before delivery in ac- 

rdance with seller's pre-delivery inspection schedule.” The dealer is then 
furnished a manufacturer's check list showing the things to be done A survey 


ade by NADA of representative number of General Motors dealers shows that 
‘ o the franchised dealer of the so-called “preparation and con 
os per car 
Bootlegged cars, of course, are seldom sold to the public with this valuable 
service performed. The franchised dealer who engages in this disreputable 





practice of wholesaling cars to used-car dealers rarely subjects his car to this 
rigid inspection The price at which he sells won’t permit this. Information 


from a great multitude of sources testifies to the fact that new cars appearing 
on used-car dealer lots still have the original paper on bumpers and doors and 
stickers on the windows showing them to be factory new but not road tested. 
Substantial expenses are incurred by the dealer in obtaining the necessary 
tools the manufacturer requires for properly servicing his improved designs. 
As evidence of dealer costs to maintain the service department to the manu- 
facturer’s satisfaction, reference is made to a provision from the Chevrolet 


franchise re: “k—wNSpecial Tools Further, dealer authorizes and directs seller 
to ship or cause to be shipped to dealer in advance of delivery of new models, 
special tools, the cost of which shall not exceed $100, as seller deems essential to 
service such new models properly Dealer will pay for such new model tools 


promptly on receipt thereof.” 


Letter from Idaho dealer to NADA 
Automotive News, July 27, 1953 
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As noted before, used-car dealers generally sell new cars with warranty at- 


tached. Used-car dealers prominently advertise this fact For example, the 
Kansas City Star, January 31, 1954, carries an ad by a used-car dealer for the sale 
of new cars which claims: “Regular factory warranty.” There are many exam- 


ples of similar ads in NADA files 

Franchised dealers must perform the services required under the warranty 
and service policies either because of the provisions of their franchises, pressure 
from the manufacturer or the danger of losing customer good will 

The Chevrolet owner's service policy states: “This owner service policy en- 
titles the owner to receive * * * (enumerated services’ at all authorized Chevro- 
let service stations.” It specifically provides that an owner when touring is 
entitled to the servicing provisions from any authorized Chevrolet dealer 

Many dealers claim they feel obliged to service free new cars sold by other 


dealers because they believe this to be the manufacturer's policy In some cases, 
dealers maintain they were told by the manufacturer they were expected to serv- 
ice any new car which has the necessary warranty A great number of dealers 
state simply they cannot afford to refuse to service a new car sold by someone 
else because of the danger of losing Customer good will. Such customers, they 
say, expect the free service because of the prevailing conception that any an- 
thorized dealer will perform the necessary service \ franchised dealer ad- 
vertisement appearing in the San Antonio papers in March of this year for the 
general promotion of authorized dealers reads: “A factory warranty that will 


positively be honored by any other authorized dealer.” Whatever the reasons, 
it is a fact, by and large, franchised dealers do perform the services under the 
warranty and service policies. For example, a franchise dealer in West Vir- 


ginia, selling Chevrolets, writes: “ “We are experiencing a further loss in our 
service and parts revenues, due to the automobiles which are sold by the boot: 
leggers, and the used car dealers actually have no ‘home’ for service.” 

A Port Arthur, Tex., dealer complained: ™ “It takes a great deal of our shop 
time servicing new cars that used-car dealers have sold.” In Augusta, Ga., 


the franchised Pontiac dealer sent out a “shopper” to a used-car dealer selling 
new Pontiacs. When asked about the warranty, the used-car dealer replied: ™ 
“This is very simple. Whenever one (sic) buys, we will phone your name to the 
selling dealer who will fill your name into the service policy; the local dealer 
will perform the services; he has no choice.” [Italics supplied.] 

The method for granting the warranty in bootlegged cars apparently is subject 
to considerable variations. In some instances the used-car dealer obtains the 
warranty in blank and actually signs his own name. An uncritical purchaser 
accepts the warranty as such and when he presents it for service to a franchised 
dealer in another area, no check is made to determine the authenticity of the sale. 
The type of name on the warranty or service policy would furnish no clue as 
to the trne identity of the signer. In April of this year, the Better Business 
Bureau of Houston, Tex., advised that purchasers of bootlegged cars were com- 
plaining to them because used-car dealers were unable to perform the services 
under the warranty and service policies as they had promised in their adver- 
tising and in person.” In the main, however, warranties are transferred to the 
used-car dealer making the sale, with the purchaser’s name in blank but signed 
by the authorized dealer. The used-car dealer then fills in the purchaser’s name 
when he makes the sale 

Thus it is readily apparent that franchised dealers have made substantial in 
vestinents in their servicing operation. This has materially aided the creation 
of good will for their product. 

In 1953, Ford Motor Co. and its dealers spent in excess of $85 million in service 
advertising, preparation for delivery, free service on new vehicles and warranty 
adjustments 

In their efforts to supply the highest grade of service to purchasers of Ford 
products, Ford Motor Co. dealers last year paid $490 million in salaries and 
wages to service department employees. They had invested nearly $500 million 
in service inventories, receivables, and equipment. Their service department 
sales exceeded $1 billion 

These very large investments and expenditures sre all necessary to provide the 
service to which owners are entitled, and can be provided only by an alert, well 
established and well-financed organization of authorized dealers, 


16 Letter in files of NADA. 

1 Letter in files of NADA. 

% Letter in files of NADA 

” Wire from Better Business Bureau of Houston to NADA, April 29, 1954 
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In Seattle, Wash., Pinkerton’s National Detective Agency, In was employed 
to conduct a continuous investigation of suspected unethical practices in the 
sale of bootlegged “new” automobiles in that area. On November 11, 1953, one 
of Pinkerton’s investigators shopped an unauthorized dealer's lot where allegedly 
new 1954 model automobiles were displaved and offered tor sale The agency's 
sworn report reads in part as follows 
‘TL told Mr that I was interested in the 1954 Plymouths on the lot and 
asked if I could see them He informed me he did not have the keys for the 
two Plymouths in front, but that he had a 1954 Plymouth Plaza in the carport 
to which he had the key. * * Mi informed me it had just been broucht 
in today by a woman on her way to Alaska to join her husband. * * * When I 


inquired about the mileage, Mr inform d me he had turned it back to the 
7 miles indicated and that he turned back speedometers all over Seattle and 
vicinity for $2.50 a car on new cars driven in from eastern dealers and on older 
cars With excessive mileage. 

“During my pretext [sie] conversation, he continued to inform me he drove 
cars from Kenosha, Wis.,; St. Louis, Mo.; Detroit, Mich.: and other eastern 
points. He brings back two cars each trip (and) he is in heavy demand 

He explained that the cars were covered by a nhew-car guaranty, so turn 
ing them back did not hurt che buyer any, in his opinion, * * Tue to the fact 
Mr did not know where the keys to the two 1954 Plymouths were, serial 
numbers were not obtained. On both cars Mr stated he had already 
turned back the mileage, and that they were out-of-State cars * * : 

[llustrative examples can be cited to show these cars are driven many miles. 
On October 29, 1953. a dealer located in San Francisco, Calif., reported that it 
is possible to have new cars driven from Detroit to California merely by con- 
tacting any one of several “driveaway” companies located in Detroit Accord 
ing to this dealer these Companies, for a relatively smal fee, will arrange to have 
the cars driven by individuals desiring free transportation to California 

Phat similar arrangements may be made with “driveaway” companies located 
in other parts of the country is evidenced by an affidavit furnished by the Busi- 


ness Men's Alliance of Salt Lake City This affidavit states, “Before we left 
Chicago with the automobiles the speedometer was disconnected and we received 
instructions * to make sure that the speedometer remained disconnected 
throughout the trip. The speedometer reading showed 3.9 miles on the car when 


’ 


we left Chicago.’ 
In a wire dated April 29, 1954, the Better Business Bureau of Houston, Tex 
advised that “reports indicate that cars have speedometers set at or near 
zero even when they were brought through under their own power or towed.” 
The following excerpt from reports or letters in the tiles of NADA are typical 
of complaints received by other better business bureaus 


New Orleans, La “On or about August 16, 1953, Mr. Joseph Rome 2 
bought a 1953 Chevrolet Bel Air as a new car from Automobile Brokers, Inc., 
2s and later learned that if was a used car bought and owned in Ohio 

Dallas, Tex.: “On November 9, 1953, a representative of the Dallas Better 





Business Bureau observed a 19 Ford towing a 1953 Chevrolet, neither of which 
Was licensed and both of which Carried dealer’s paper tag bearing a number 
subsequently found to be that of a used-car or nonfranchised dealer. The cars 
were followed to a used-car dealer's lot Both cars had all the normal mark 
ings and stickers of a new Car on their windshields.’ 





Dallas, Tex.: “In August 1953, a Dallas man and his wife purchased a so 
called new car from a local used-car dealer who advertises ‘new cars.’ This 
purchaser contracted to buy and did purchase a 19538 Pontiac A few weeks 


later they discovered the Pontiac owner's service policy and Pontiac owner's 
Deleo battery warranty and adjustment service policy stuck to the top of 
the glove compartment with scotch tape, recording the previous sale of the 
car by a local authorized Pontiac dealer to a local resident the previous March 
L953 Investigation disclosed that * this car had actually been licensed 
and registered when purchased by the first owner in March 1953. It was fur 
ther found that the first owner’s name had been signed without authority to an 
application for a second set of 1958 license plates when the car was sold to the 
second purchaser in August.” 

Purchasers of bootlegged “new” automobiles have registered complaints of a 
similar nature with better business bureaus throughout the Nation 


Letter in NADA files. 
\ffidavit in NADA files 
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ese irs are frequent] ertised and offered for sale to the public 
| d dealers at “cutrate” prices when in fact the actual sales price 
exceeds the p e the purchase would have paid had the same model car 

similar equipped been purchased from a franchised new-car dealer 
In Sx N. 3 i complaint was received by the better business bureau 
fre pur Ser as charged $2,100 for a 1954 Chevrolet He subse 
quel earned from al | Chevrolet dealer in Schenectady that the 
l price I Ss cur wa S1.SST i iiing identical equipment This pur- 
chase as Charged S213 over and above the amount he would have been charged 

had he purchased the car from an authorized Chevrolet deal 

0 Api 14, 1954, a dealer in Durham, N. C., advised the North Carolina 
Automobile Deal Association that purchasers of bootlegged “new” Buicks were 
bei harg ! LCCOESS ‘ Whicl fact are standard equipment 
\ ‘ esu f the outt t dece misrepresentation, and fraud being per- 
petrated by unauthorized dealers against the unwary car-buying public, pur 
chasers of bootl ed “new ears are being charged, and to their great dis- 
may ultimate orced to pay, extremely high and unnecessary finance charges, 


exorbitant insurance charges, and additional unexplained charges which in 
lact raise the total sales price be yor ad the advert sed price 


For example, a woman in Dallas, Tex., complained t the better business 
bureau that she purchased a car “from a nonfranchised dealer who represented 
the car as a new one.’ According to her report to the better business, April 
2, 1954, she agreed to pay 1.810 for the new car, receiving a credit of 


$705 for her old car, leaving a balance to be financed of $1,105 divided in 17 pay- 
ments of S65 each After making several payments, however, she learned of the 
obligation to pay an 18th payment of $1,143 making the total price of the $2,953 
instead of 51,810 she thought she was to pay 

In Dallas, Tex., a man and his wife complained to the Dallas Better Business 
Bureau that “they visited the premises of a Dallas used-car denler who adver- 
tises for sale brandnew automobiles and asked to see one of the cars which 
had been advertised as new and for sale at a price of $1,735, After some negotia 
tion, they were’ quoted a price of $1 735 on such a car and were also quoted a 
trade allowance of $465 for a car to be traded in, leaving a balance of $1,270. 
At this point in the transaction, the salesman said that he was new on the job 
and asked the istomer to sign the contract in blank to facilitate his handling 
the matter and explained that the secretary would fill out the papers in the 


morning as they had 





al 





rreed on The customer signed the contract in blank. 
For the next week or two the purchaser was unable to secure his papers from the 
finance company but when he finally did so, he learned the contract provided for 
payment of 11 payments at S70 each, and a 12th payment in the amount of 
$1,270 or a total of $2,040 which included $101, for insurance 

‘The customer contacted the finance company and was advised that the con- 
tract price of the car was $2,195 against which he received a credit of S595 for 
the car he traded in, leaving a balance to be financed of $1,600. Finance and in- 
surance charges presumably amounted to $440 but the difference between 
$1,270 representing the amount this purchaser thought he was to finance, and 
the $1,600 actually financed cannot be accounted for or reconciled.” 

These examples indicate clearly that the guileless public is a ready victim of 
such fictitious pricing methods. In Los Angeles, Calif.. the Pinkerton’s National 
Detective Agency, Inc., advised the Los Angeles Motor Car Dealers Association 
that one of its investigators, while posing as a shopper, was informed by a used 
ear dealer advertising and offering for sale 1954 “new” automobiles that on time 
payments a 30 percent downpayment would he required and a 12 percent per 
annum interest charge wonld anplv on the balance Banks in this area charge 
maximum interest rates of 6 to 7 percent per annum 

The Better Business Bureau of Houston, Tex., reports it has had “many 
complaints of serious overloading in financing of these so-called ‘new’ cars.” 

Thus bootlegging places a premium on chicanery. 

From the foregoing it is clear that hootlegging: 

(a) Misleads and confuses the public 

(hb) Disrupts a long established and accepted method of distribution of new 
automobiles 

(c) Exerts a crippling effect on a retail industry that is generally regarded 
as the bellwether of our economy 

(d) Brings about a fictitious method of pricing. 

(e) Places a premium on chicanery and medicine-show sales techniques. 
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Imposes substantial barriers to ethical competition in the retail market 
(9g) Restricts the free and wholesome use of capital 


(li kndangers the savings, investments and financial future of a vast number 
of small-business men 
Permits the laws of the country to be used as an umbrella for men of weak 
will, while serving as a threat to men of competence, integrity, and healthy 
ambition 


(j) Subordinates the welfare of the majority of new car dealers to the will 
fulness of a greedy minority 

Senator Purretnt. Proceed 

Mr. Fr ED. My hame is ( ‘harle sC, Freed. I ania retail automobile 
leal r. with 2S vears of e xperl lence, In Salt Lake City, Utah, and I 
appear before this committee in my capac _ as president of the Na 
tional Automobile Dealers Association, I speak also as one of the 
thousands of er automobile dealers who is concerned with 

and audversely affected | V the pri actice the proposed legislation now 
under consi der: ation was designed to correct. 

The National Automobile Dealers Association, with a membership 
ot some 335.000, represents the new-car and new-truck dealers of the 
United ene 

NADA, we call it, is one of the world’s largest associations of 
retail mere he ants and 1 in the past its members have sold approximately 
90 percent of all new cars and about 80 percent of all used cars sold 
in this country. 

The authorized new-car and new-truck dealers of the Nation give 
employment to more than 725,000 persons and meet payrolls totaling 
S21, billion per year. The average dealer has been in business some 
ZU vears. 

These facts emphasize the position of the franchised (lealers as a 
vital link in the national economy. Despite the tremendous size of 
the retail automobile business when considered collectively, 4 out of 
5 of the dealers who comprise membership in ican pe sell less than 
100 new cars per year. Therefore, I speak on behalf of a very large 
group of re reesntative small busine ss men—and I submit ge ntlemen, 
these small-business men are in grave difficulty at this time. 

Senator Scuoerret. Do you mind a question, Mr, Chairman / 

Senator Purretn. No; we would be very happy. 

Mr. Freep. Yes. 

Senator Scuorrret. Since your entire statement is in the record, 
I shall read it, and try to read all of it. 

You say—I didn’t catch your percentage—that your organized deal- 
er groups sell over ninety-some percent of all the ‘used cars and trucks 
in the country / 

Mr. Freep. Ninety percent of all new cars. 

Senator ScHOEPPEL. New cars. 

Mr. Freep. And approximately 80 percent of all the used cars. 

Senator Scuorrrent, All right. Now, do you have a percentage 
figure as to what has happened with reference to that original per- 
centage that you have named which would show an inroad into your 
activities of the so-called improper dealings that you refer to as boot- 
legging ¢ 

Mr. Freep. Well, Senator, we have in this prepared statement—— 

Senator Scnorrret. Do you have that figure / 

Mr. Freep. Some reference to that. 

Senator ScHOEPPEL. I see. 
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Mr. Freep. However, saleswise it is almost impossible for us to col- 
lect t b ause of the method by which these so-called bootleg cars are 
sold They are oftentimes registered in a name that is sometimes 


a fictitious name, with a fictitious address, so they can then be resold 
without interfering with the State law. 

Senator PURTELL. \ctnally, these cars cannot become bootleg cars 
unless the re first sold by the manufacturer to the authorized dealer, 
IS that rre t ¢ 
Mr. Freep. That is correct. 


Senator Purretn. So your percentage of those that would go to the 


CoO 


] / 


thorized dealer would remain the same 4 

Mr. Freep. Still 100 percent. 

Senator Purre st. So, let me ask further, then, what you are telling 
us is that the cause of this trouble is from your own authorized 
dealers ? 

Mr. Freep. Unfortunately, yes, sir. 

Senator Purrert. Would you say that that, too, comprises many of 
vourown members ¢ 
Mr. Freep. Yes, sir. 

nator ScnorprpenL. Mr. Chairman, that is one of the reasons I 
was coming bac k to this, because my memory is rather fresh as to 
what happened in the steel industry not too many months ago, and 
rhe fi Oe] ot leit mate suspl On could have been, and rightfully 
hould have bee S pointed toward the steel industry at that time, the 
same as it is legitimately, as I understand you now to say, pointed at 
the reeulal dealers. 

Mr. Ir ED ) eS, sir. We have some dealers who sel] these cars to 
unauthor zed persons and they are resold in unauthorized sales areas, 


~ 
sé 


eenerally not in his own sales area because he doesn’t want to interfere 
with business. so he goes into another authorized dealer’s area. 

Senator ScHoerpre.. Then there is a lack of discipline within your 
own organization ¢ 

Mr. Freep. Most assuredly. 

Senator SCHOEPPEL. Proceed. 


msenato. PURTELL You may proceed. 

Mr. Freep. I wanted to just cover quickly the general distribution 
methods that have been tried. Histori ally, there are three basic dis- 
tribution systems that have been emploved. 
he first was from the manufacturer to the distributor, to the re- 
er, to the consumer. 

The second was from the manufacturer to the manufacturer’s 
bran h. \\ here retail and W holesale operations were combined, to the 
retailer to the customer. 

The third is the present system, and the present system is directly 
from the manufacturer to what is termed nowadays as a direct dealer. 
This is brought about by the fact that the manufacturer’s branches 
were unable to handle used cars, to accept in approved terms, and 
© Ol, 

Senator Purret.. May I interrupt ? 

Do you have eXIStiIng 1n any parts of the country SO called distribut- 
tors which are a carryover from the second step in your progressive 





e 
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Mr. Freep. We have in some parts of the West, Senator, very few 
left, with small territories, generally in the independent lines, but 
very, very few left. It is practically a thing of the past. 

Senator Purreni. You would say, then, that that was not one of 
the causes of this present situation, is that correct ‘ 

Mr. Freep. Definitely not: no, sir. 

Senator Purrett. Thank you. I am sorry for these interruptions, 

Mr. Freep. That is perfectly alla oht. 

We just wanted to point this out, that the economi streneth and 
stab lity of the Nation’s new-car dealers today s best evidenced by 
the fact that collectively they have more capital invested in the 


automobile business and employ more people than the manufacturers 
of the } roduct they sell. 

The rise of stable and finane ally sound dealer organiZations has 
facilitated the shift to and the maintenance of the present cirect-to- 
dealer system, Hence, threat to the economic stre noth and stability 
of the individual authorized dealer endangers the distribution system 
itself. Bootlegging constitutes such a threat today. 

Since early last fall, NADA has been deluged with requests from 
dealers of all sizes, handling virtually all makes of cars in practically 
every State in the Union, ureing that immediate ste ps be taken to curb 
this businese-w recking practice, 

Generally, the view has been ¢« xpre ed by dealers that it is impo 
sible for them to maintain their retail and service establishments and 


compete successfully with bootleggers in selling new vehicles. 
A fev examples of the compla nts NADA has received in recent 
months in respect to this practice are the following I only want to 


cover just 2 or 3 here to give you some idea of the national scope of 
the situation. 

Senator ScHOEPPEL. Now, you may have this in your statement, and 
pardon me for the equ Sstrons, because I haven't ren youl statement 
I just received it a few minutes ago. 

Mr. Freep. All right. 

Senator ScHorrren. Can vou give us for the benefit of this record 
al thumbnail sket h of how this business of hootleveing operates, keep 
Ing in mind, as you say, and as Senator Purtell has brought out here, 
and Lam driving at it. namely, these cars have to come from leeitimate 
manfacturers to legitimate franchised dealers, and then from there 
on something happen — 

Mr. Freep. That is right. 

Senator Scnorrren. Not in his own community, but over in Minne 
sota, maybe. 

Mr. Freep. I would be glad, to Senator: ves. 

Senator Scuorpren. Now, if you can give us a thumbnail sketch of 
that it might help the committee. 

Mr. Freep. The automobile is first shipped from the manufacturer 
to the authorized dealer and, incidentally, in all cases that I know of, 
on dealer's orders for that particular number of automobiles. 

That dealer has purchased more cars than his sales area that is 
assigned by the manufacturer can absorb. He, therefore, sells those 
cars to nondealers, nonauthorized dealers, who come to him from all 
areas generally because he makes it known that he has bought more 
cars than his retail area will absorb, so that he can make what we 
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In ¢ I bu ness a fast buck. He Can Se 1] a car for SD0, ven rally 
S o} t unseen. no ce nditioning work On it whatsoe ver. He turns that 


ur over, gets cash for it: it 1s $50, perhaps $100, something in figures 
about in that line, and that unauthorized person or company takes 
t automobile to another iles area and. cenerally speaking, such 
my area 1 Salt Lake City. it is either sold at auction to other 


used car dealers or it is put on that particular used-car dealer’s lot. 


Senator SCHOEPPEL. W at papel are involved / 

Mr. Freep. The first one is a cash transaction by an unauthorized 

erson or organization: he pays the authorized dealer cash for the 
ear and vrehnel illy drives it over the road with the speedometer (lis 
connected, onto his lot in some other area, for sale. 


Senator Scuorpret. What kind of paper does he get? When you 
wre an authorized dealer in Salt Lake City, and you want to sell one in 
Qeoden or S ittle, what would you give that initial purchaser for 


Senator Porrer. In other words, how is the title transferred ? 

Mr. Fremp. Yes. Generally it is worked in two ways. You give him 
a bill of sale in some States, and a tax clearance to clear the taxes in 
that State. 

In other areas—and this is subterfuge and is used often, and we have 
examples of it in here—they will register that automobile, often times 
in a name of a salesman, or perhaps in some fictitious name, and then 
secure a certificate of title in the State involved and turn it over to 
that dealer. Then that dealer takes that car and sells it. 

We havea particular case In Salt Lake City where the car was sold 
as 2 new car, which was, incidentally, against our State law. After 
thie purchaser bought the car he found on investigation, because he 
knew the car, he found later that the car was not brand new, as rep- 
resented: that the car had been registered 3 times, actually registered 
o times, 

Now. whether the used car dealer knew that or not, we have no wav 
of knowing. 

Senator Porrer. Registered in the same State ? 

Mr. Freep. No, in different States. 

Senator Purrett. May I interrupt ? 

How is this handled in States, such as the second procedure; how is 
that handled in States where they have a sales tax that you have to 
pay? 

Mr. Freep. Resale. 

Senator Purretn. You said they have a fictitious purchaser. Now, 
when that transaction happens in States where you have a sales tax, 
it must be registered and the sales tax paid or somebody is in violation 
of the State law ? 

Mr. Freep. That is correct, and it happens constantly. Sometimes 
they treat it as an isolated sale, and in some cases it is exempt under 
State laws. In other cases they will pay the sales tax at a very low 
wholesale fivure. 

Senator Purreti. Well, the sales tax in many States would be 3 
percent, which would be equivalent to the $50 fast buck that the fellow 
is making, so there is no incentive, is there, for it ? 

Mr. Freep. Well, yes, he can still make it because he just paid $50 
over, and if he pays another $30 or $40, he still got it far under any 
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retiil price, because he has no warranty to live up to, no recondition- 
Ing service, no trained mechanics, no special tools, no special equip- 
ment. 

Senator Purre.. May L ask one more wok ‘stion. 
This is a serious situation, so we have been told, and obviously it 1s 
from the testimon \ before i? 


9 


W hi il Wol ild you Say are t | ie pe reentages, or would you be willi oto 
hazard a guess as to the number of new cars that are being bootlegged ? 

Mr. Ie REED. Senator, I wish we could ooh it to you. 

Senator Purreti. Well, you know how badly you are injured. You 
are complaining about injury. Now, injury arises from the fact that 
cars are being sold by other than legitim: ite dealers to the consumer. 
Can you vive any de ree or perce ntage that cars are channeled through 
these s¢ called bootleg outlets ? 

Mr. Fr ep. Yes, I can give you an idea in my own area, Salt Lake 
City. 

Senator Purrett. All right; that will be helpful. 

Mr. Freep. Generally we have twelve or fourteen thousand cars 
registe ‘red per year in the State of Utah. Here some 4 weeks ago 
there were sold at auction 120 cars in 1 week. 

Now, that goes on at the rate of about—generally in our area it will 
go around 400 per month, generally. 

Senator Purrecyt. About 4,800 a year / 

Mr. Freep. Yes. 

Senator Purretnt. And you say the total sales in a Veal 

Mr. Freep. About twelve to fourteen thousand. 

Senator Purrett. So you are saying 20 to 30 percent of the cars 
sold by your own members are being sold on the bootleg market— 
your own members, now / 

Mr. Freep. Yes, sir, and very few of our own members: it is not a 
tremendous number. 

Senator Purreti. Now, this terrific increase in sales in terri- 
tories 

Wait a minute, that would be substantially more. 

Are you telling me that the manufacturer doesn’t recognize that a 
sale must be several hundred percent in excess of the bootleg or 
rather, the legitimate dealer engaged in bootleg sales must pyramid 
several hundred percent to make up for 331% percent of sales in your 
own territory? Isn’t the manufacturer cognizant of that / 

Mr. Freep. Yes. I think that is why he is willing to cooperate. 

That wouldn’t hold nationwide. That happens to be in my area 
where we have an auction, quite a substantial area. 

Senator Purrett. Well, fam trying to find out the degree of injury 
that is being inflicted, and then I am trying to find out, as you are, 
how we can correct it. 

Now, in your teritory, if 3314 percent of the ears being sold are 
bootleg cars, then some dealers on a legitimate scale are getting more 
than they ever got before, and that apparently is being condoned by 
the producers of the cars, 

Mr. Freep. Well, Senator, I think the producers know very defi- 
nitely in many cases where these cars are being purchased for un- 
authorized sale. 
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in the contract between the 
hat says the dealer must sell 


Senator Purreru. Is there anythin 
automobile producer and the dealer 
several hundred percent more cars ¢ 


i Gesen.. Wa. 


Senator Purrerl L.. Now, when cars are hard to get, he IS limited in 


Oo 
I 


ber of cars that he can get he not / 
Mer. Fret When cars are hard to get. 
Senator Purrett. Now, you know the automobile manufacture) 
DOUET HOW many cal the average dealer can dispose of. 
Mr. Freep. That cori 
ehator Purrett. And he ell him that number of cars if he so 
W t 
Mr. Freep. Y« 
= ? Vt RT} I er does} "| nave to sel] h Ih two or three hundred 
| re if he doesn't int to do so, does he / 
Mr. Frei I would say that if the manufacturer, as we heard here 
{ morning, refused to sell a dealer cars, who is a good dealer service 
warrantywise, financially, with facilities and so on, and refused 
to sell those care on the basis that that dealer was selling cars to 
orized people. we believe and I think our counsel agrees 


it that manufacturer, should he cancel or use some pecuniary meas- 


against fill — 
Senator Purrec.. I am not talking about canceling; I am talking 
it) tau ting those cars. 


Mr. Freep. Refusing to sell / 

Senator Purrert. He quotas cars when they are in short supply. 
He can tell him the same now, can’t he? 

Mr. Freep. No. 

Senator Purrect. He can’t? O. K. Is that the finding of your 
counsel ¢ , 

Mr. Freep. I think we are in a free market, and we buy and sell 
as many cars as we can. The ordinary authorized dealer buys and 
sells as many cars as he can possible sel] in his sales area, 

Senator Purreui. In othe words, regardless ot what happens to the 
market, the automobile manufacturer will pile on as many cars as a 
distributor will take ? 

Let's take a distributor that bought a hundred cars last year. Will 
the manufacturer today sell him a thousand cars if he wants to buy 
them—and we know that cars are hard to sell now—when the normal 
consumption of his market is a hundred ¢ 

Mr. Freep. I think so. 

Senator Porrer. Mr. Chairman, could I ask a couple of questions 
at this point ¢ 

Senator Purreitt. Yes. Senator Potter. 

Senator Porrer. Are most of the cars purchased outside of the State 
in which they are auctioned or sold? I mean, in other words, in the 
case of the authorized dealer that enters into the bootleg trade by sell- 
ing to automobile bootleggers, are those cars normally purchased 
outside of the State in which they are bootlegged 4 

Mr. Freep. Now, you mean, Senator, that—— 

Senator Porrer. For example, you mentioned about the auction in 
Salt Lake City, I believe. 


Mr. Freep. Yes. 
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Senator Porrer. Now, are those cars secured normally from dealers 
in Utah ? 

Mr. Frerp. No. The cars that are at auction, they are secured 
generally from dealers from without the State of Utah. A few come 
from the dealers within the State of Utah. but the great majority from 
without the State. We keep records of that, and I know that is the 
case, and, also, when sold on the auction, while many of them are sold 
in [ tah, they are also sold to other States throughout the West. 

Senator Porrer. Are those automobiles normally sold as used cars 
Oros new cars 4 

Mr. Freep. They are run across the auction—I have a tent at the 
auctions, and they announce that this is a 1954 automobile with very, 
very low mileage. They will say the speedometer shows, let’s say, 15 
miles. ‘They do not say whether the car has been driven in, towed in, 
or trucked in from the source of supply. 

That automobile. then, in accordance with some State laws, 1s sold 
asa slightly used car. and it isa matter of degree. 

Senator Porrer. Somebody wiped the windshield ¢ 

Mr. Freep. Thatisright. It isa matter of degree. 

Senator Purret.. When you spoke about auctions, will you elabo 
rate on that? Is that a practice generally engaged in now / 

Mr. FREED The re are & lot of them. There is one large one 1n 
Denver, Colo., some in Texas, some in Illinois, California. 

Senator Porrer. Do we have any in Michigan ¢ 

Mr. Freep. Well, I don’t know. You do an awfully good job of 
distributing cars in our area, so I don’t know. I am really not 
familiar with Michigan on that, although I was just there, but many 
of our cars do come from Michigan, Ihinois, Ohio. 

Senator Porrer. Do you think many of them come from authorized 
dealers in Michigan ? 

Mr. Freep. Yes, yes. 

Senator Scnorprer. Now, Mr. Chairman, that points up a very 1m- 
portant thing for us to consider here with reference to this legislation, 
as I see it. 

Now, the manufacturer, again reiterating, goes to the authorized 
dealer with his car? 

Mr. Frerp. Yes, sir. 

Senator Scuorpret. He invoices that car to him: that car carries a 
serial number and all the regular practices of the trade as to the 
identification, and then from there, mysteriously or otherwise, it shows 
up a> some auction 4 

Mr. Freep. That is right. 

Senator ScHorrre,. Now, why, in the name of common sense, are 
the authorized dealers of the United States permitting that to continue 
when they can check each one of those automobiles as to serial number 
and other identification numbers and go right back to the manufac 
turer of the car, whether it is General Motors, whether it is Packard, 
Studebaker, Chrysler, or even Henry Kaiser 

Mr. Freep. Yes. 

Senator Scnorrre.. They can find out initially where that car was 
consigned to ? 


Mr. Freep. Yes, sir. 
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Senator Scnorrre.. And who made the settlements for it. Then 
t remains for the manufacturers, if they are going to be legitimatizing 


their own retail trade outlets or wholesale trade outlets in all of these 
eht back and put their finger upon these dealers who 


ire voilating the very thing that you gentlemen are here now with this 


states, to YO Tl 


leoislation asking the Congress to prevent. 


Senator Purrents. I understand what you fear, however, 1s prosecu- 
ion if vou use that means of correcting that situation / 

Mi REED That is correct. 

Senator PURTELI That iS your problem, is that correct 4 

Mr. Freep. That is the purpose of this bill. 

Senator ScHorrren. I was going to that step. And I was going to 
say, now we are cleared to that point. Now the roadblock or impedi- 
ment that you are confronted with is criminal prosecution, which I 
suppose you went to the Attorney Gener: al with ? 

Mr. Freep. That is right. (nd I think this is important. 

During. for instance, all of my automotive business life, starting in 
1926 and up until approximately L948, we operated with this so-called 

bootlegging clause in Our agreement, and no one will say that we 
maven t had competition among 40,000 dealers in the United States: 

e have had terrific competition historically. All we are trying to 
aol ret back on the same basis we operated On. If we Can do that 


‘ 


e are certain bootlegging will be wiped out. 

Senator Purrett. Is it your thinking—and you are not a law- 
yel 

Mr. Freep. No, sit 

Senator Purrett, And perhaps I had better ask your counsel— 
vou! counsel 1s _— 

Would there be any violation of the law, in your opinion, in setting 

maximum quota’ Certainly no industry is better known than the 
iuton iWbile mdi pty and its abil ity to consume cars is well known. 
Is there any particular illegality about setting quotas, maximum quo- 
tas for these individual automobile dealers ? 

Mr. L’THevrevx. Let me identify counsel for the record. 

His name is Dr. Roland Kirks, who is the former dean of National 
Un versity Law School here in Washington. 

senator Pr RTELL. | am Sorry. We should have that in the record. 
Now it is in the record. 

Would you mind answering that question now ? 

Mr. Kinks. The manufacturer's position has been, Senator, that ir- 
pac ngiee da of what the manufacturer and the dealer thought about 

»bility to control the bootlegging situation, if they took the step 
that we cle sire to take under the authorization of the passage of this 
legisl: lon, they wouk | be erimins ally prosec uted by the De ‘partme nt of 
Justice. 

Now, we differ with the a of Justice in its interpretation 
of the antitrust law, but we can’t fly in the face of their announced 
tatement that “if you do this without legislative relief—" which we 
seek now “—we wil! prosecute you criminally.” 

Senator Purrets, In your opinion, in view of your conferences 
with the Department of Justice, would it be concluded as being illegal 
if the manufacturers decided—I am not talking about correc ting this 
condition; I am talking about the marketing situation—if they set 
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minimum quotas on dealers, but also imposed maximum quotas. 
Would that, in light of your conferences with the Department of 
Justice, be any illegal practice on your part 

Mr. Kirks. Iam not conscious of the Department of Justice having 
answered that qu lestion In our presence. The \ have their interpre 
tation of the antitrust laws, which they have not imparted to us. We 
would like to know their authority for their position that they have 
maintained. ‘They have not to date cited any legal precedent saying 
what we seek here is illegal either traditionally or otherwise. 

Senator Purrett. Would you feel you would be in as much jeopardy 
as you presently feel you might be if you decide to have maximum 
quotas ¢ 

You have two situations, one cutting off the dealer because he is 
bootlegginge—I am talking about testing maximums for the dealer 
in the territory. He would have to buy number, and not more than 
number, and that is predicated upon the know ledge you already have 
of the ability to consume cars in that area. Is it your opinion that 
that, too, would place you in jeopardy ? 

Mr. Kinks. We certainly have entered an area of question Ink unit) 
trust law. 

Senator Purret.. Do you feel you are in jeopardy to the same ce 
gree if you cut off the dealer’s supply because he is bootlegging ¢ 
Isn’t there a distinction and difference / 

Mr. Kirxs. I was going to say there is a distinction between those 
two situations. 

Senator Purrett. A rather distinct one / 

Mr. Kirks. Yes, certainly. 

Senator Porrer. Along that line, Mr. Chairman, you stated that 
you had up until 1936 an antibootlegging clause ? 

Mr. Kirxs. Until 1948, sir. 

Senator Porrer. os that a court decision that removed it ? 

Mr. Kirks. No, sir, it was not. It was an indication on the part 
of the then aabenen General that it was under suspicion and, by in 
timation, if it were not removed voluntarily there might be a criminal 
prosecution resulting. 

Senator Porrer. It was removed voluntarily ? 

Mr. Kirks. That is right. Now, I think, if I may, the counsel for 
the Federal Trade Commission did not answer this one point, which 
I think is quite important. 

If, as a result of the FTC hearings in 1939, they determined that 
this was an illegal practice, why didn’t they take some action before 
it was removed in 1948 ? 

Senator Porrrer. In other words, they had from 1939 to 1948 when 
nothing was done? 

Mr. Kir«s. That is correct, 

Senator Porrer. But the hearings, as I understand them. were 
held in 1939; is that correct ? 

Mr. Kirxs. 1938 and 1939, sir. 

Senator Porrrr. And 10 years elapsed, practically, before any ind: 

‘ation was enunciated that it might be in violation of the antitrust 
law? 

Mr. Kirxs. That is correct, sir, and it didn’t emanate from the 
Federal Trade Commission but from the Department of Justice. 
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Porrer. Do you think the manufacturers could do any 


thing to correct this bootlege@ine 


r: | mean, could they, if they were so 
\I Freep. You are asking e that question ¢ 


\I Freep. In my opinior I have talked with most of the manu 


facturers regarding tl ibject, Senator, and, in my Opinion, they 
ve t eps, In some \ generally, an educational pro 
oram among cle , to try al 1 get them to sell in their area, but 
there i profit in bootlegging. When they sell that car, it is a quick 
mn ea profit, and Tar thoroughly convineed that the manu 
turers will cooperate with us if we are able to clear up the legality 
ot tt Crist ! I think they re neere 
I th k they feel and know as we do that our entire distribution 
ten ntl tutomebile busine breakin @ down. I know it is in 
( rv area that Tam famuiling vith. which covers the United states 
pretty oc ( lly 
Wi LN lealers going out of business every day. We have the 
public buying automobiles, and where something goes wrong they 
ive O pla orepair if 
We look upon our b ness and consider that we are in the trans 
portat ! usines Most of the pr ple that buy cars from us buy 
{ nm to go to and from work in their business, salesmen, workers, 


everything: they have got to keep thelr transportation in operation, 


“s itor. | wanted to mention one thing on these quotas that you 
Senator Purtrity. I am not suggesting it. [ am trying to explore 


Various avenues. 
Mr. Freep. I can understand your viewpoint on it, but I would also 
ke to say this: Most of us, many of us, do not operate under a quota 


system In my case | have no set quota. 

Senator Purrett. You don’t have to buy any minimum number of 

irs ina vear¢ 

Mr. Freep. That is correct, sir. 

Senator Purre rt, There are no requirements at all as to minimum 
) 


purchase 


Mr REED. No. | am supposed to be a good, progressive auto- 


mov le deal ge | have been W ith the company since 1931, and | have 

never had a minimum or a maximum. But we operate this way—lI 
: : 

am a DeSoto-Plymouth dealer: generally my performance is above 

iverage I sell twice as many cars in Salt Lake City as in other 


areas. So I think it would be bad if they took the national average 

and said “You can sell this many.” It would hurt the operation. 
Senator PurreLy. Don’t vou know what vour market is in your 

aren é 
Mr. Freep. I think so, but you would be amazed how wrong I can 


be at times. 


Senator Purretyi. I imagine this year you are wrong, anyway. 

Now, you say vou have no quota. Am I to take it that none of the 
dealers have ? fF 

Mr. Freep. No; some of the dealers operate on an allotment basis, 
quota basis. They are supposed to sell so many. 
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Senator Purteti. They are not only supposed to sell them, but at 
times is it true that you find you have a bill of lading and you take 
them anyway ¢ 

Mr. Freep. At times. 

Senator Purrett. Would you say that would be a rare instance 4 

Mr. Freep. Yes; unusually rare, very decidedly so. 

Senator Purrett. But would you say, then, that most of your 
dealers have to have a minimum, take minimum numbers, have mini 
mum quotas, or that most of them do not have? Are you in position 
to give the answer / 

Mr. Freep, Senator, to my knowledge, I would say this, that most 
of them have no minimum or maximum. They are expected to per 
form in accordance with about the national average of that particular 
car that they sell. 

Senator PurTELL, So most of them are not required to take a mini 
mum number of cars ¢ 

Mr. Freep. I would say that; yes, sir. 

Senator Purretit, Thank you. 

Mr. Freep. I would like to say one other thing so you won't mis- 
understand me. 

When I gave the figures en the State of Utah, I included all figures 
sold in auction as well as by unauthorized dealers that were not all 
registered, you see, in the State of Utah. They went all over the sur 
rounding States. So it is the degree of injury that bootlegging brings 
about. rather than the tremendous number of bootleg cars, as shown 
by our performance, by our profit picture. 

We had an outstanding organization make a survey for us and the 
$1 retail industries. We were 39th in profit; only 2 worse than we 
were, 

Last year, 1953, the dealers of our members made a net profit before 
taxes of 2.2 percent. This year so far, the first quarter, we have 
made a profit collectively of eight tenths of 1 percent for the first quar 
ter, when we had new models, so I would predict to you right now, 
gentlemen, that our profits will fade out completely before the year 1s 
out and we will be in the red. The great industry that we represent 
will be in the red for this entire year. 

Senator Purrett. Actually, your injury, however, I believe I can 
understand is not limited to just the number of cars available but the 
condition they create in the market ? 

Mr. Frerp. That is correct, the chaos in the market. 

Senator PurTELL. I can understand that if the car you are selling 
is available through a bootleg dealer with 20 miles on it, supposedly 
for several hundred dollars below your price, there is a resistance to 
paying your price. 

Mr. Freep. Absolutely, sir. And the situation as viewed by the 
purchaser; he buys my make of car sometimes, and he is told it is a new 
car: he drives it a little while, finds it isn’t a new car and then comes 
to me for warranty service on it; we have an argument, and we will 
usually end up by properly servicing the car to maintain goodwill for 
the make of the car and the owner. 

Senator Purrets. Is it true that some of your authorized dealers 
must perform that service for new cars ¢ 


Mr. Freep. Yes, sir. 
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Senator Purreit.. They have no—— 


Vii I REED. No alternative. 


Senator Purrett. Must they tbsorb the cost of that service ¢ 

\I Ir ED No: not in all cases Part of it is absorbed by them; 
part of if thsorbed by the manufacturer: but. of course, when We 

e paid by the manufacturer to perform a service It isnt’ enough to 


ake care ot our overheat | All ot you have bought cars and you know 
we have parts that fit our particular make of car, and tools and machin- 
ery and quipme nt.andsoon. We have hundreds of thousands of dol- 


lars eve 1 smaller places to service that particular make of ear. 
Obviously, we are not going to be there very long if we operate 1n the 
red and maintain cars sold by the bootleggers. 

Senator Purrert. You are granted by the manufacturer X number 
of dollars for servicing a new car that you did not sell 4 

Mr. Freep. We are granted X number of dollars for servicing a 
new car under the warranty 

Now, we prepare thi ear for delivery, and that figure runs about 
$96 or S27 in the Ford line, as I have it in here. That is getting it 
ready for delivery, seeing that the wheels are properly alined. the 
brakes In Ope rable. safe condition, the car ae lubricated, and 
then the car is sold. Generally there are 1, 2, or 5 free inspections 
where we 2o ovel the entire automobile. 

We generally, in our trade, secure a fixed figure from the manufac- 
turer, which is a cost figure for those operations, for your new Car. 
Then onthe w arranty —_— 

Senator Purrett. May I interrupt? Is that a deduction from the 
price you pay for the car, or is that a sum subsequently paid by the 
mani: wet irer on deli very ¢ 

Mr. Freep. It is generally paid by the m: anufe wcturer. 

Senator Purret,. When you se thee 

Mr. Freep. And you clip a coupon “nie the purchaser’s certificate 
and mail it tothe manufacturer. 

Senator Purre.i I see. 

Mr. Freep. Then the warranty, in some cases 90 days or 4,000 miles, 
whichever event occurs first—or in our case it is 12 months or 12.000 
miles. Now, during that time defective workmanship becomes ap- 
parent in that automobile and then we repair that automobile at no 
charge to the customer. Then the manufacturer, in some cases, re- 
imburses us for the parts only; in other cases reimburses us for the 
parts and a percentage of the labor, but not for the full amount. We 
share in those warranty claims, 

Senator Purrett. You must honor the ears, the new cars that are 
brought in for not only your three iebectiiunk if that is what it re- 
quires, and for this initial cheel kup, as you indicated all cars are sup- 
posed to recelve—— 

Mr. Freep. Yes, sir. 

Senator Purreit. Now, in addition to that, do you also have to 
share in the loss which occurs if parts go wrong in the car? 

Let's put it another way. If a new car is delivered by you and 
something develops, in your particular case within 12 months, you 
will replace those parts that appear to be due to defective workman- 
ship, or something ¢ 


Mr. Frerp. Yes, sit 
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Senator Purreit. Are you obligated to do that in the case of a boot- 
leg car that is brought in to you ¢ 

Mr. Freep. No, sir. 

Senator Purretit. And you wouldn't honor it and charge the regu- 

w charge when anybody else brings in that car, so you don’t suffer 
loss on that, do you? : 

Mr. Freep. Senator, in my particular instance—I will tell you the 
facts of ee if that is a customer that lives in my city and, Say, 
he is a doctor ora profession: il or businessman and I think he is going 
to be a customer of ours, generally as businessmen we will try to say 
to that customer that we will take care of it, even though it costs us a 
lot of money, provided we see a future in the automobile business. 

Senator Purreti. You feel if you don’t you will lose a potential 
customer ¢ 

Mr. Freep. That is right. and we think good service makes our 
sales. That is the backbone of the dealer’s operation. 

Senator Purret,. So what you are really saying is that the boot- 
legger who sells a car with no obligations for this continued service, 
duly sells a car and gets what profit he can, and you have to service 
the car and lose on the servicing of it ¢ 

Mr. Freep. That is correct. And our investment, as you can see 
from these figures, is going down and down in its worth, because we 
generally have one-purpose buildings, one-purpose facilities. We 
have to be an automobile dealer or liquidate; there is no place to go. 

Senator Purreti. Well, we have again interrupted your testimony. 

Mr. Freep. I think, if you don’t mind, I would just like to go through 
this for a moment here and see if there are any pertinent facts that we 
have not covered; there are so very many of them. 

Senator Purretnt. Go ahead. 

Mr. Freep. We have this. that we have been endeavoring to find out 
the number of failures that have come about in our business over thé 
pase few months, and we just conducted a recent survey and find that 
in 40 States they reported a total of 1,757 dealer failures due pri- 
marily to the adverse economic effects of bootlegging. These failures 
range in number froma high in 1 State of 250 to a low of 2 ina sparsely 
populated western State. In nearly all cases dealer association execu- 
tives indicated that unless immediate relief is forthcoming many others 
either plan or will be forced to liquidate. 

That is 1,757 dealer failures. 

I will give you an example in my State of Utah, 44 out of 279 Utah 
franchised dealers have discontinued business recently. 

Senator Purre.tt. Would you attribute those—I dislike interrupt- 
ing, but I am afraid if we don’t deve lop this as we go along we won’t 
deve lop it. 

Mr. Freep. Certainly. 

Senator Purretn. Do you attribute that entirely to bootlegging ¢ 
You don’t, do you? You havea normal turnover of dealers ? 

Mr. Freep. We have a normal turnover, very definitely. 

Senator Purret.. How high, percentagewise ? 

Mr. Freep. Senator, the way it has happened, the way our business 
has gone down because of these practices—you see, I have to sell auto- 
mobiles, sell them at almost any profit, because that is a little better 
than sitting there and not selling any. So if someone hears they can 
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get this bargain down the street—they have forgotten about the war 
ranty, the guaranty, and everyth ng else we gO to work. We try to 
ell on the fact that we are an old. established firm, that we have parts, 
facilitie and soo alee Re ae atng ty thy toe automobile even 
ita little profit, but we don’t believe that an industry as important and 
as essential as this industry of ours can go on under those circum 


Senator Purret.. I was simply trying to say, to get my thinking 
clear, that these total number of failures are not to be attributed to 
bootlegging: had you no bootlegging, but had you the same level of 
sales that you had, you would still have a diminution of the number 
ol dealers? 

Mr. Freep. I think a few, yes; but I think this fact is important. 
We admit that we came through these times after the war and our 
dealers were in better condition financially than they had been for a 


I 
] 


mong, ong wh le. you know, because ot the scare ity and so on, That 
s admitted, an admitted fact. 

Senator Purrev.. I have heard 

Mr. Freep. I am sure you have. However, we have had more fail- 
ures than I have ever seen in my business life, by far, and I know in 
my own are “a they are not able to compete with the market as it is today 
and stay in business because of the overhead they have. 

The automobile dealers that I am familiar with who have failed i 
business or who have gotten out of business before they lost eve etic ua: 
represent all types, large ones and small ones. I know more small 
ones in my particular western country, because they had too great 

ilities to compete with, or because in many cases they were selling 
an independent line which perht ips this year wasn’t as popular as some 
other line. so because of the fact that the independent line was not be- 
ne teed goed an id that the more popular line was being bootlegged, 
those people would go over and buy that rather than buy from the 
independent dealer, and they have gone of business like flies, which, to 


me, Is a serious thing for this Nation, to see independents roing out 
of business. We need more manufacturers in the automobile busi- 


ness, in my opinion, and we don’t want to see any independents go out 
of this business. But that independent line where there is no boot- 
legging, it is affected indirectly by this situation. 

Senator Purre.n.. Yes: I can see that. 

Mr. Freep. I think we have covered the costs of the situation. I 
have some more fimure Son the Se bankruptcies and failures. 

We recently obtained statistics concerning the numbers of involun- 
tary ban ikruptei s among franchised dealers. 

Dun & Bradstreet reports that involuntary dealer failures show an 
increase of 248 percent in 1953 over 1952. Figures from the same 
source show that in the first quarter of 1954 involuntary failures 
increased 227 7 percent over the first quarter of 1953. 

Our own records show that 1.714 authorized dealers failed to renew 
their memberships in the last 4 months of 1953. Of this number 646 
reported that they had gone out of business. 

In the first 4 months of this vear, of the 1,860 nonrenewals, we have 
definite information that 767 have liquidated their business. 

Now, in considering those figures, gentlemen, it is important to 
realize this, that this will be the third or fourth best sales year that 
our industry has ever had. 
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Senator Purreiyi. Is that so? 

Mr. Freep. Yes, sir: 1 mean in numbers: profits, apparently—— 

Senator ScHOEPPEL. You mean manufacturewise ¢ 

Mr. Freep. Cars that we manufacturers and cd alers have sold the 
third best vear—so numerically, we have done a terrific job this vear, 
but we | aven’t got any money. 

[ have certainly covered, and you understand, I am sure, as well as 
\\ do. the inve tmet fin oul particular places ot bus ness 1n the Way 
of parts and supphe and so on. and oui obligation to perform 
Services 

There is one othe thing that would only take a moment, but as to 
our expenses curred by franchised dealers, we have this one: We 
send our mechanics to special training schools. In the case of Ford 
and General Motors, the dealers pa all salaries and expenses of em 
ployees sent to the manufacturer-sponsored schools. They also pay 
whatever additional expenses are necessary to replace these employees 
during this period. Such schools are conducted whenever new or 1m 
pro\ ed mechanical devices are introduced. 

General Motors is now introducing an elaborate network of train 
ing schools. Sites have already been selected. 

Ply mouth dealers par the above expenses, and, in addit bon, purchase 
projectors and pay flat monthly charges for the use of training slides 
as part of their continuing educational program. 

We have had, as you certainly well know, a number of new autemat 
ce devices installed on new ears since the war, some marvelous new 
features. It is necessary for us to specially train men to do jobs such 
as power steering, power brakes, power transmission, and so forth, 
and we are the only source that is in a position to make those necessary 
repairs for the safety of the automobiles. 

Senator Purret.. In addition to that, vou have to buy special equip 
ment: do you not? The manufacturer insists that you have it avail- 
ible to service these cars / 

Mr. Freep. Very decidedly. 

As an example on that particular case. in thei efforts to supply 
the highest erade sery ice to purchasers ot Ford products. kKord Motor 
Co. dealers last vear paid $400 million in salaries and w ages to service 
department employees. They had invested nearly S500 million in 
service Inventories, receivables, and equipment. Their service depart 
ment sales exceeded $1 billion. 

Without franchised dealers, there would be no place to service or 
repair present day new cars, 

Gentlemen, I have a lot here, and I can see that the time is rapidly 
\\ inding up for me. and I wonder if there are any more questions that 
I could answer ? 

Senator Purretn. Well, I want to first thank you, as chairman, for 
your great help in testifying here. I think we have been sort of coming 
at you from all sides, and you have countered very admirably. 

Senator Schoeppel, do you have any questions / 

Senator Scnorrrer. No questions. 

I thought it was helpful to get some of these things into the record, 
because as we go into this situation we know where to look at this 
thing, if it can be legally looked at or changed or altered, to try to at 
least bring out of this committee, if we can, a measure that will not 








54 AMEND FEDERAL TRADE COMMISSION ACT 
do violence to the overall situation on the antitrust, and all of those 
matters, as well as presery ing an industry here that contributes very, 
very greatly to the economy of this country and the stability of it. 
Mr. Freep. Well, gentlemen, on behalf of the NADA, we deeply 
appreciate your kindness here, and I do want to say just once again 
that in your travels throughout our country, if you will just visualize 
what would h: ippen to many towns and « ‘ities In this country if you 
should take out the automotive retail business in the towns that you 
ire familiar with, that would be a most serious thing on our economy. 
Our dealers are very definitely threatened; the very transportation 


vstem in America, we think, is endangered by this change, and we 
believe we are asking for nothing that we have not had and enjoyed 
in the past in this industry, one of the most competitive industries mn 


America, so we are not ask ng, we dont believe, for anything new, 
We are asking for your assistance in an interpretation of what we 


think is good business for ourselves and for this country, a return 
to that competitive system that we have always enjoyed prior to 1948. 


We certainly ask vour serious consideration, and we want to as- 
sure you that our lawyers and, as automobile dealers, we have done 
vel vt hing we know how to do to correct this situation on an indust ry 
basis. We have been unsuccessful. We believe this is the answer to 


it, and we eek your help 

Senator Purre.L. Well, that was a question I intended asking you. 

You feel—and this is an important question, and I think the answer 

important, too. Are we to understand that you have exhausted 
every other known means available to you within the law to solve this 
problem and that, to the best of youl knowledge, this is the only ave- 
hue open to you to solve it? 

Mr. Kirks. The passage of legislation is the only answer. 

Senator Purrett. Well, this particular legislation, which is an ex- 
tremely important piece of legislation, you will agree? 

Mr. Kir KS Yes, sir: we think this is our best answer as to the legis- 
hative remedy to be eaeik. 

Senator Purre.. You feel it is the only one open that you know of 
tosolve this problem? Now, that isa rs ather broad thing; I don’t want 
to pin vou down tothat. I did not mean to be unfair. 

Have you grasped at this as the means that obviously will do it, or 

have you tried to find all other means that you could think of to try 
solve it before you grasped at this? Because this entails a great 
deal more than correcting a situation in the automobile industry. 
) ou are definitely setting a precedent, as you well understand, as has 
een testified to this morning, and I don’t think there would be much 
disagreement with it, that if this premise is proper and fair, it might 
well be app hed to other industries, is that correct ? 

Mr. Kirkxs. Well. if the need exists in other industries, they are en- 
titled to relief. 

Senator Purrett. Well, I don’t say they aren't. 

Mr. Freep. Senator, I say this, that we have talked to our lawyers; 
we have talked to the other side of the manfacturers on this problem, 
and we have come to the ver vy de finite conclusion that this is the only 
way we know to relieve the situation that we find ourselves in today, 
and having operated under this system all our business lives, we see 
nothing wrong with it. We think it is in the public interest, and cer- 
tainly it is in the interest of some 40,00 automobile dealers in this land. 
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We see no harm whatsoever, because we have operated under it, and 
we know because of operating under it for all those years that it 
eliminates the prok lem ot bootlegging. 

Senator ScCHoOEPPEL. I will ask your counse ‘Il this: 

Do you have in court, in, say, the United States district court, or 
a circuit court of appeals, any cases that might be decided that might 
turn up asa precedent on this? 

Mr. Kirks. You mean are we handling any cases at the present time ? 

Senator ScuorpreL, Yes, sir, or are you aware of any? 

Mr. Kirks. We are not participating as friend of the court or coun- 
sel directly in any cases being litigated. We are conscious of the fact 
that there is litigation existing between dealers and former dealers 
and manufacturers, but knowing how slowly the wheels of justice 
turn, we are confronted with a situation that requires immediate 
remedial relief, and legislation is the best way. 

Senator Purre.,. Maybe you can speak for the manufacturers—— 

Mr. Kirks. No. 

Senator Purrett. Well, I won’t ask you to, but it would appear, 
then, that what we are to understand is that the manufacturers feel 
that they can’t clear up a — which = vy could clear up, obvi- 
ously, | vy control of the outlets, because of a fear of bei Ing in contempt 
of law: is that correct ? 

Mr. Kirxks. That is correct, 

Mr. Freep. They have told me that, Mr. Chairman. 

Mr. Kirxs. They have stated that, and they have indicated that 
if we can, by having this enacted into law, accord them the protection 
which the Department of Justice has affirmatively announced they 
don’t have now and that they will prosecute them, then we feel that 
if this is enacted they will in good spirit permit us to police our own 
industry. This is not going to impose upon the Government any 
policing operation. It is not going to be a burden upon the Federal 
Government in that respect. It will permit the automobile industry 
to eradicate this evil within its own industry. 

Senator PurreLL. Our counsel would like to ask a question. 

Mr. L’Heureux. 

Mr. L’Hevrevx. On this legal situ: gore isn’t this just about the posi- 
tion you are in now: You have gone to the Justice Department; you 
have asked what wouk | happen if you had such a clause in there, and 
they told you that you might be prosecuted ally, so you asked 
how about trying the clause in a civil case and they said, “No, we 
won't deal that way: if you do it, you do it at your own risk 

Now, you may as an attorney disagree with the Attorne Vy General 
that the clause violates the antitrust laws. On the other h: ind, if the 
manufacturer imposed a quota, even though this —— seriously inter- 
fere with the business end of merchandising cars, but even if you 
could overcome the business approach, if the eames imposed 
a quota, the first question the Attorney General would ask you is, 

“Why did you impose a quota?” He could find your answer here it 
these hearings in your replies to these questions: You did it to de 
away with the bootlegger. The Attorney General says you can’t de 
that; and if you tell the manufacturer to go ahead and insert the 
clause he becomes a guinea pig. 

Now, the manufacturer has a reputation to live up to, and even 
though you feel there is a good chance that the court might rule 
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favor, you are going to be realistic and tell him: “7 ou 


9 however, wind up in the courts with a strict interpretation 
ithe antiti t laws that will land you in jail.” 
Now. oad er or manufacturer wants to take that risk. is that 


Senat Purrect. Mr. Freed, thank you. 
Phe ext witness is Mr. Alton M Costley, regional vice president 
{ | Automobile Dealers Association. 


STATEMENT OF ALTON M. COSTLEY, REGIONAL VICE PRESIDENT, 
NATIONAL AUTOMOBILE DEALERS ASSOCIATION, ACCOMPANIED 
BY ROLAND F. KIRKS, COUNSEL, NATIONAL AUTOMOBILE DEAL- 
ERS ASSOCIATION 


Senator Purrett. Have you a prepared statement / 

Mr. Cosriey. Mr. Chairman and Senators, I have, and in deep ap 
preciation of your time and the time that I understand you spent last 
ht and other nights, I would like to take that 20-page statement 


1 


nd condense it into 2144 pages and Just touch close to that, and open 
myself to whatever questions you would like to ask. 
enator Purrett. We would like that very much, and you are at 
erty to have the whole statement included in the record. 
Mr. Cosriry. I would like to have the statement included. 
Senator Purretn. Without objection, it is so ordered. 

The prepared statement of Alton M. Costley is as follows:) 


STATEMENT OF ALTON M. CosTLey, CHEVROLET DEALER, EAST POINT, GaA., 


IN SUPPORT OF THE PASSAGE OF 8S. 3596 AND H.R. 9769 





My name is Alton M. Costley Iam an automobile dealer in East Point, Ga., 

a part of metropolitan Atlanta I appear at this hearing not only as an in 
dividual dealer and in the capacity of spokesman of the automobile dealers of 
Georgia by authorization given me in the recent action of the board of directors 
eprese ng those 575 dealers of Georgia, but I also appear as chairman of the 

National Affairs Committee of the National Automobile Dealers Association. 
You gentlemen realize, of course, that all of these dealers throughout America 
are small-business men who actually sell on the average less than 100 new units 
nnually per dealer. My appearance here on behalf of these dealers is for the 

specific purpose of urging you gentlemen to act favorably upon this bill, which 
ee] to pro ide a method for curbing so-called automobile bootlegging. I bring 

to you not only my own experience of over 29 years in this business of retailing 
new automobilies but also the experience of hundreds of dealers throughout my 

‘ of the country (See attached exhibits.) 
\s chairman of the National Affairs Committee of the National Automobile 


Dealers Association, I would like to emphasize that dealers and dealer repre- 
sentatives throughout the Nation have urged that NADA, through my committee, 
take immmediate steps in their behalf to eliminate bootlegging. They want 

tibootlegging provisions reinstated in the selling agreements of all new car 
dealers 

At this point, I would like to remind you gentlemen that antibootlegging 
provisions in dealer selling agreements such as would be authorized by the bill 
now under consideration are not new in the automobile retailing industry. For 

any years, such provisions were contained in selling agreements under which 


we operated and were enforced by the manufacturers Such provisions were 
specifically designed to prevent such chaotic conditions as those prevailing to- 
day. They were felt necessary to protect the best interests of the car buying and 


owning public, franchised dealer and manufacturer alike. 
Suc provisions were not designed, however, to stifle healthy competition 
as has been suggested by some. Nor did the endorsement of such provisions have 
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the effect of denying to the car buying publie the benefits which are derived 

I ageressive competition among sellers of goods Qn the contrary, 
during the many vears when bootlegging was prohibited our industry was not 
devoid of the kind of competition which has made this industry and our country 


great In fact, it has been my experience that when dealers have new cars to sell 
hey are w ng and anxXious to compete for customers They are anxious, how 
ever, that they be required to compete in an atmosphere which is healthy, reason 
able, and fair to all. They are convinced that the reinstatement of antiboot 
legging provisions is necessary to restore such a business climate Experience 
over the past months certainly supports this view 

Just as it is in other sections of the country, bootlegging is completely de 
moralizing the retail automobile business in Georgia and the other Southern 
States Individual dealers and dealer groups report to us that today business 
conditions are worse than at any time in their experience, that Operating margins 
have decreased alarmingly and in many cases vanished completely, that many 
dealers are having to give up and liquidate and that the are unable to main 
tain expensive service operations n the face of declining sales 


Che attached excerpts from Communications received from dealers and dealer 


representatives in the Southern States are illustrative of the seriou 





Which the franchised dealers view the situation they now find themselves in 
asa result of the bootlegging practice 
Wholly apart from the dealers’ plight today, I would like to mention a point 


which Lam afraid is being overlooked by many who are interested in the subject 


of bootlegging This subject has to do with the losses suffered by automobile 
owners. Bootlegging has affected the ilne of every used car in America It is 


fundamental in the automobile business—which, incidentally, is predominantly 
a trading business—that when new car prices are depressed, used car values 
decrease in direct proportion Abnormal depreciation in the value of an owner's 
car is inevitable when the prices of new cars are unrealistical reduced. Normal 
market balance and price relationships are completely disrupted. Hence, auto 
mobile owners are unconscious victims of bootleggin 

It seems to one, also, that automobile manufacturers will suffer great losses 
if this practice continues Disruption of normal and time-tested distribution 
channels, the stigma of “distress” merchandise, weakening of authorized dealer 
financial strength and stability, dealer dissatisfaction and unrest, and normai 

arket demoralization, all of Which results from bootlegging, and would appeat 
to spell trouble in the long run 

At the present time the authorized dealer, of course, is the immediate and 


greatest loser Not only has he lost sales through this bootleg dealer, he has 
lost his capital in many instances Indeed, if this type of selling is continued, 
many dealers have stated that they would abandon their present expensive 
and eflicient service setup for the less efficient and considerably cheaper operation 
known as the open air lot. This, of course, would be to the detriment of every 
body concerned 

As pointed out by others here today, the authorized dealers of the Nation, 
through NADA have sought diligently for an answer to this difficult problem 
We are now convinced that we must have some assistance from you gentlemen 
We earnestly solicit your help and support in the enactment of this legislation 


On behalf of all the dealers we represent, thank you for permitting me t 
appear here today 


EXHIBITS 


South Carolina “Bootlegging of new cars and trucks in the State of Sout! 
Carolina is having a deplorable tinancial and business effect on new franchise 
dealers Several already forced out of business Prices being depressed Buy 
ing resistance being built up continuously Unless immediate action taken to 


curb bootlegging do not believe dealers can remain in business as a whole. Urge 


and request for my dealers in the State in Piedmont section immediate action 


\. H. Easterby, South Carolina, Director 


“Retel: Re] resent 50O new car dealers 15 to 20 nereent of n car sales 
being made by used car dealers Some points of State a high as 40 percent 
Records support that 60 to 75 percent all dealer perating in red last 4 to 6 
months Bootlegging in addition to overloaded market considered main co 
tributing factor. Dealers very bitter over conditions presently existing Ave! 





dealer feels that unless bootlegging 


s stopped and security offered for authorize 


lenlers investment that the present dealer retail system will be destroyed. That 
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resent condition destroys any incentive for expansion—additional investment. 


Public opinion fast developing no adVantage to buy from new car dealer—that 
Ci may be purchased from many sources with full guarantee and protection 

he buye This costing authorized dealer unlimited busipess——community 

dit demoralizing dealer organizations.”’—Ella W. Ford, Executive Secre- 

\ th Carolina Automobile Dealers Association 

| tleggers with hog-wire and gravel for overhead continually offering 
ne Che olets here slightly aboy dealer cost rhreaten our economic exist- 
ence. Jobs for SO employees and 834 dependents. Business lost money April also 
I Im] Inaintain any standards of service to the public under 
boot ndition Of 99 new Chevroleis registered Spartanburg March only 
Ss accept e dei and even less for Apri President of GM April 22 says 
factories hel] : Urgent something be done save retail automobile business 
tradition d ributive system and millions of jobs.’ Ernest Burwell 

EST BURWELL, INC., 
\ I D CHEVROLET IJVEALERS, 
Spartanburg, S. ¢ ipril 14, 1954. 

N N \ 108 DEA S ASSOCIATION 


bashingto Db. ¢ 


Gi LI N Enclosed is a list of serial numbers of new 1954 model Chevrolets 
( ed int Spartanbul this ve 
Chere are fro 25 to 50 new Chevrolets displayed on various used car lots 
re ontinuouslty. The discounts range rom $200 to $825 per car and often 
‘ I} rs becomes a discount deal 
(ne e fact itleeging flourish is the factory freight profit 
re ht o new ianbureg is $114.25 Used car lots double-tow 


Irg at $25 to $35 each. Thus, the used car 

fit of SSO per car and just gives us hell. 
rolits for all dealers in this are have reached the vanishing point—mainly 
ause of bootlegging 

We appreciate that NADA has a program to meet this issue. Time is of the 


essence—it Ww be too late to remedy it after all the franchised dealers are 





ERNEST BURWELL. 
CARS BOOTLEGGED INTO SPARTANBURG THIS YEAR 


COIPORBSSO, CAB O52837, CO4F 046533, C54F 020284, B54F051718, C54F008S830, 
CH4AFOL9820, CH4AFGOTO91L, CH4FOISS09, C54F016076, C54F014187, C54i0188038, 
COAFOLVTSSZ, CHANOZTO4AS, CH4ANO14078, CO4F014005, B53N161426, C53N144949, 
3, C538F127057, C53F129489, Cd38F121156, Cd53N133085, Bd3N145783, 
C53F121048, 1B53N161623, Ch53N135268, C53N155567, B53N159729, 
CS38T172687,. BO83N1500280. C54FP0267451, CHAFF 083447, C5d4F020508, 
CH4FO1LO8SS2, CH4NO3S7T41, B54N041926, B54N041411, C54 F01247, 
CH4F 022580, CHtFO19492, COANOB9TNOO, C54FO25283, C54 F00404, 
. Cd4P026751, B54NO087T276, B54F 027880, Ch54NOB8088, C54B048228, 
C54F035619, C54F 082147, G54AP 083847, B54tF018923, C541031466, C54F028025, 
Bd4B024514, CH4INO40587, CA4NO089705, CO4NO387T4. ChH4N041788, C54F033942, 
CH4AFOBSS1O, CH4AFOB4I355. CH4FOS4244 CH4AFOOGZ91, BOS FO22609 

















Georgia: “We estimate 30 percent new Fords being sold by used car dealers 
in Macon, Ga. All new car dealers’ profits have been substantially reduced be- 
cause of bootlegging. Unless this situation is remedied in the near future we 
plan to liquidate. We feel that this is an unjustifiable discrimination that 
should be stopped immediately.”—R. A. Moore Motor Co., 225 Second Street, 
Macon, Ga 

“We have a Plymouth Dealers Association in Atlanta composed of 9 Plymouth 
dealers rhe area serviced by these 9 dealers is principally metropolitan At- 
lanta covering part of 2 counties, Fulton and De Kalb. I made a survey by tele- 
phone of 8 of these 9 dealers and found that their total investment was some- 
thing over $4 million and that they have a total of approximately 600 employees. 
I also found that for the months of January, February, March, and April 1954 
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all S were in the red. It is our opinion that the major cause of this is the boot- 
legging of new cars in this area to unfranchised dealers. The deals that we get 
are competing with this unauthorized selling and without profit. We believe also 
that if this continues it will force the liquidation of our group of dealers and 
the unemployment of a vast number of people who earn their livelihood for 
their familes from this group. We certainly would not be interested in con 
tinuing with vast investment in parts, service department, equipment, and fae 
tory-trained employees to give the proper service to the purchaser of a Chrysler 
Corp. vehicle at a loss. Therefore, we feel that immediate steps should be taken 
by the proper authorities in our Government to see that this terrible situation is 


cleared up.”—Atlanta Plymouth Dealers, M. T. MeClellan, chairman 
‘As an automobile dealership since 1916 selling Buick and Cadillac cars and 
als as members of NADA and Georgia Automobile Dealers Association since 


their organization and with investment over million dollars plants and equip 
ment, we are most alarmed over bootlegging of new cars in our territory by un 
scrupulous franchised dealers through independent used car dealers. Conserva 
tive estimate 15 percent and we believe higher of all 1954 new cars all makes 
sold our territory since January 1, 1954, have been through used car dealers 
with result 2 previous franchised dealers in Columbus have suspended opera 
tions during this period. Eight more report now operating at loss. Our earnings 
due overallowances necessary get business account price cutting by used car 
dealers on new cars being sharply and alarmingly reduced each month despite 
our long experience, ample parts and service facilities and eXtra hard work on 
part entire organization. Truly alarming situation when after almost 50 years 
of sound business practices have built a solid and well financed business to realize 
powerless to combat or prevent. If this situation of bootlegging allowed to con 
tinue, such loss cf revenue which will eventually drive us out of business. We 
beg you impress Justice Department these facts and urgency of necessity imme 
diate restoration restricted selling clauses in all dealers’ automobile selling 
agreements as this only way possible stop the infamous practice of bootlegging 
by unscrupulous dealers to used car dealers which, if continued, will crush not 
only our business, but those of hundreds of other reputable automobile dealers 
who find themselves in similar situation.”—Cliff M. Averett, Inc., Cliff M. Averett, 
president. 

“By the best investigation we can make we have arrived at the following 


opinion. Thirty percent of the new Chevrolets sold in Rome, Ga., and immediate 
vicinity are bootleg cars. Six new automobile dealers in Rome are either out of 
business or operating in the red. It will be impossible for us to continue to 


operate on our present setup if this condition is not. corrected. We are com 
peting with used car dealers who have very small investments and employ ver) 
few men whereas we have a large investment and employ a large group of well 
paid men. Unless this unfair condition is eliminated we will have to either go 
out of business or drastically revise our operation throwing a large number of 
men out of work. We trust and’ hope that you can do something to relieve this 
desperate situation.”—G. L. Hight, president, G. L. Hight Motor Co. 

“DEAR Mr. Beit: Nash, Kaiser, and Fraser out in Rome, Studebaker in Carters 
ville and Cedartown Willis and Macks out in Rome too 10 percent of the cars 
sold in this district by used car dealers. Were planning on staying in business 
If I can assist you further let me know.”—Walter L. Andrews, area chairman 
National NADA speaker for all car dealers in seventh district. 

“Approximately 25 percent of new Ford cars and trucks delivered this area 
by used car dealers. Two new car dealers have closed and all have operated 
one or more months in red since January 1 due at least partially to bootlegging 
We feel that unless something is done now situation will grow progressively 
worse. Regards.’”’—Southern Auto Co., Clark T. Lyndon. 

“Bootlegging of new cars in the Atlanta market undoubtedly contributed to 
the recent failure of five dealers in this community. Practice continuing and is 
seriously affecting remaining dealers whose cars are being sold by unauthorized 
outlets without service to buying public. Many dealers express great concern 
about their future in retailing new cars against this bootlegging evil.” Alten 
M. Costley. 

“Would like to impress you with these facts—25 to 30 percent Chrysler Ply- 
mouth automobiles sold retail Macon are from used car lots. No dealers have 
failed but at least 50 percent have been in the red since January. The attitude 
of myself and organization definitely is to liquidate if this situation is not con- 
trolled. Absolutely impossible for us to compete with our present overhead. 
As president last year of Georgia auto dealers and president now of Macon auto 
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fugusta, Ga., 1954 bootleg Chevrolets advertised and displayed for sale, Jan. 7, 
1954—Continued 


1954 Chevrolets 
Firm name and address displayed 


Red Byrd, 1472 Broad St 0 
City Motors, 1 13th St 7 ase . : 16 
Central Motors, 1240 Reynolds St 0 
E. B. Satcher, 1219 Broad St 0 
B. & A. Motors, 1210 Reynolds Si 0 
Broom Motor Sales, 12th & Reynolds Sts ; ‘i 1 
Bob Byrd, 1121 Reynolds St 0 
Reynolds Street Motors, 1118S Reynolds St 0 
P. & P. Motors, 1112 Reynolds St 0 
Williamson Motors, 1109 Reynolds St 0 
Clark Motors, 1106 Reynolds St 0 
Dewey Cave Motors, 907 Reynolds St : 0 
Evans Motors, 11th & Jones Sts 0 
Richmond Motor Sales, 12th & Jones Sts y 0 
Dixie Motors, 107 12th St 0 
Fay’s Used Cars, North Augusta, 8. C 3 


Wheat Motors, North Augusta, S. C ; O 


Total 


— ae = vb 


Florida: “Out of hospital Saturday checked used car lots this a. m. There are 
now 40 1954 Fords on Orlando used car lots, 12 have arrived Orlando, since 
April 21 Harley Wadsworth received custom line ranch wagon 8 2T green 
U4MR117500. Jack Martin received 2 custom line Fordor 8's 1 tan U4AG104966 
1 dovetone U4AG101723. B. Y. Evans received 2 mainline 2 door 6’s both cadet 
A4AG114258 and A4G110248, a custom line 2 door 8 killarney U4NG124578, 3 
custom line Fordor 8's 1 glacier U4AG107475, 1 sheridan U4AG101297 and a nice 
new spring sandstane U4ING1303573, a custom line ranch wagon 8 sheridan 
U4MR116030 a country sedan 8 maroon U4FX134577 and a nice new spring 
skyhaze club coupe A4NG130297. It is no longer a privilege to sell new Fords 
in Orlando, and I can’t help but wonder if we wouldn't be better off to sell this 
franchise and operate off a lot of our own. No parts inventory, no new or 
used truck inventories and no service headaches. Please advise what if anything 
the Ford Motor Co. is doing to stop this vicious situation.”—R. N. Heintzelman, 
Chg. Heintzelman’s Ine. 

“Retel we represent 588 Florida dealers. 94 current model cars on Orlando, 
Fla., used car lots today. 40 to 60 new cars being bootlegged in Orlando 
monthly ; 47 new-car dealers out of business during 1954; approximately 15 of 
these dealers replaced by new dealers: approximately 75 percent out because of 
bootlegging. 98 percent are thoroughly disgusted with bootlegging activities. 
Would estimate 30 percent to 50 percent will be eliminated either voluntarily or 
by adverse conditions if bootlegging is not eliminated. Many dealers have 
shown us financial statements which indicate failure in near future unless they 
receive relief from bootlegging.’—Walter C. Mallory, general manager, Florida 
Automobile Dealers Association. 

“Bootlegging or chiseling is completely demoralizing the new car retail dealers. 
Reinstatement of territory security clauses incorporating stiff penalties on the 
offending dealer should be put into manufacturers’ selling agreement immediately. 
We as Chrysler dealers know no other way of accomplishing this problem.”—FE. T. 
Lirooks, chairman, Chrysler Dealer. 


Marcnr 29, 1954. 
Forp Moror Co., 
Jacksonville, Fla. 


(Attention: J. M. Moore, Jr.) 


Dear Str: On numerous occasions since the first of the year, I have written 
and talked to vou with reference to the 1954 Ford situation on used-car lots 
in Orlando. The 1954 model started rolling from the Atlanta production plant 
nearly 4 months ago, yet there are more 1954 Fords on Orlando used-car lots to- 
day than ever. It is quite apparent that either the Jacksonville district office 
is unwilling or else unable to stop the bootlegging of 1954 Fords. I don’t be- 
lieve, Mr. Moore, that you have any conception of the seriousness of this situa- 
tion. We have an extremely large investment in Orlando and the value of our 
franchise not only has materially been reduced, but is continuing to be lowered 


50416—54—_5 
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as each week passes without relief. The morale of our salesmen and the morale 
of the writer can’t help but be at a lower and lower ebb. 

On March 5 last, Mr. Howard Busse asked the writer to sign up for our “al- 
lotment” of 100 passenger cars for April, or an increase of approximately 334% 
percent of the last “allotment” of 74 units for March 1954, which is an increase 
of about 50 percent of the previous highest month’s “sales.” The writer finally 
agreed to order 8) units with the understanding that May would be cut back to 


normal or subnorma! 


Inasmucl : Ford Motor Co. has been apparently either unwilling or unable 
to stop this traffic in new Fords by used-car dealers, you will please reduce our 
Ap! order from 8S) to 56 units This cut of 29 units represents the number 
of ne 1954 Fords offered for sale on used-car lots in Orlando as of 3 a.m. March 
28, 1954, motor numbers of each being listed below. I may add that we are con- 


stantly told by prospective customers that at least three used car leaders in Or- 
lando are offering to get them their choice of body style, color, and equipment 
and guarantee to deliver in 2 to 3 weeks. Please confirm this revision of our 
April order 
You will again note the preponderance of Atlanta production plant motor 
numbers and the fact that 28 of 29 units are 8 cylinders. 
Very truly yours, 
R. N. HEINTZELMAN, 
President, Heintzelman’s, Inc. 

Harley Wadsworth: 

U4AG 100124, custom club coupe, 8-cylinder, 2-tone green 

U4AW 103196, Mainline Ranch Wagon 8-cylinder, gla. blue 

U4AG 105860, Custom Fordor, 8-cylinder, Killarney green 

U4AG 106197, Custom Fordor, 8-cylinder, gla. blue 
$vran Evans: 

U4NG 101409, Mainline Tudor, 8-cylinder Killarney green 

U4AG 112145, Custom Fordor, 8-cylinder, gla. blue 

U4AG 108145, Custom Tudor, 8-cylinder, Killarney green 

A4AG 101601, Custom Tudor, 6-cylinder, black 

U4AG 102936, Custom Fordor, 8-cylinder, Killarney green 

U4AW 117077, Mainline Ranch Wagon, &-cylinder, tan 

U4AG 103948, Custom Fordor, 8-cylinder, gla. blue 

U4AV 101550, Victoria, S-cylinder, Killarney green and stainless steel top 

U4FX 106721, Country Sedan, 8-cylinder, Cad. bl. and ivory 
Conoley Motor: U4CY 102819, Country Squire, 8-cylinder, Killarney green 
Jim Cumbie: U4LV 102652, Victoria, 8-cylinder, ivory and coral top 
Jack Martin: 

U4UG 115224, Custom Fordor, 8-cylinder, Killarney green 

U4AX 119526, Country Sedan, S-cylinder, ivory and T red 

U4MX 112205, Country Sedan, 8-cylinder, glac blue 

U4UX 117201, Country Sedan, 8-cylinder, sher blue 

U4MR 117169, Custom Ranch Wagon, 8-cylinder, tan and T red 

U4AG 106210 

U4AG 109244, Custom Fordor, 8-cylinder, green 

U4FG 103671, Custom Club Coupe, 8-cylinder 

U4AW 114688, Mainline Ranch Wagon, 8-cylinder, Sher blue 
R.S. Evans: U4AG 102896, Custom Tudor, 8-cylinder, Killarney green 
Filley Motors: 

U4EV 108489, Victoria, 8-cylinder, coral and ivory top 

U4AT 103366, Crest Fordor, 8-cylinder 
Dick Bennett : U4AG 103971, Custom Tudor, 8-cylinder, tan 
J. Q. Bennett : U4AG 103971, Custom Tudor, 8-cylinder, tan 





Aprin 15, 1954. 
Forp Moror Co., 
Jacksonville, Fla. 


(Attention: Mr. J. M. Moore, Jr.) 


Gentlemen: Since the introduction of the 1954 Ford, I have corresponded and 
talked with you in your office on numerous occasions with reference to 1954 
Fords constantly on used-car lots in Orlando. To date, I am not satisfied with 
either the written or the oral response which I have received from your office 
in this connection. I have, therefore, decided to go into a little more detail and do 





EN IGE ET * 


eee 





worn + 


LN NNT GT A, 


ern 


AMEND FEDERAL TRADE COMMISSION ACT 63 


some rather extensive research to back up my prior contentions and to try to 
show you the seriousness of this situation to this dealership, in the hope that 
you will do something concrete to alleviate this situation. 

I have made several trips to Tallahassee and have gone into the Motor Vehicle 
Commission files and obtained the following information, which I trust will be of 
more than passing interest to the Ford Motor Co. Listed below are our findings: 


Case history No. 1 

Motor No. U4AG—104423—Mainline Fordor, 6-cylinder, was delivered by Frank 
Jordan Ford Co., Vero Beach, to R. L. Bennett, 28 North Garland, Orlando, their 
invoice No. 2002 for $1,569.40, January 15, 1954. This unit was reported to you 
in my letter of January 18 as a new unit offered for sale on the lot of Dick Bennett, 
used-car dealer, this city. 
Case history No. 2 

Motor No. U4AG—105598—Customline Fordor, S-cylinder, was delivered by 
Frank Jordan kord Co., Vero Beach, to Dick Bennett Co., 1225 Vassar, Orlando, 
their invoice No. 2020, for $1,944.34, January 26, 1954. This unit was reported to 
you as being on Dick Bennett's lot in my letter of January 27. 
Case history No. 3 

Motor No. A4AG—-104742—Mainline Tudor, 6-cylinder, was delivered by Frank 
Jordan Ford Co., Vero Beach, to Dick Bennett Co., 1225 Vassar, Orlando, for 
$1,518.12, January 26, 1954. This unit was reported to you as being on Dick 
Bennett's lot in my letter of January 27. 
Case history No. 4 

Motor No. U4AV-104707—Victoria, 8-cylinder, was delivered by Frank Jordan 
Ford Co., Vero Beach, to Dick Bennett Co., 1225 Vassar, Orlando, for $2,157.14, 
January 26, 1954, their invoice No. 2018. This unit was reported to you as 
being on Dick Bennett's lot in my letter of January 27. 
Case history No. 5 

Motor No. U4AG—104286—Customline Tudor, 8 cylinder, was delivered by 
Frank Jordan Ford Co., Vero Beach, to William kh. Green, 28 North Garland, 
Orlando, for $1,682.53, their invoice No. 2004, January 16, 1954. This unit 
Was reported to you as being on Dick Bennett's lot in my letter of January 18 
Title records show this unit was transferred from William E. Green to Dick 
Bennett Motors on February 1. 2S North Garland is the address of Dick Ben 
nett Used Cars. Who William E. Green is, is unknown. In any event, this was 
not a legitimate retail sale, but a fairly obvious subterfuge. 


Case history No. 6 


Motor No. U4AG—102653—Customline Fordor, 8-cylinder, Fordomatie, power 
steering, radio, White sidewalls, tinted glass, wheel discs, etc., was deliver: d 
by Frank Jordan Ford Co., Vero Beach to Trailer Curry, 28 North Garland, 
Orlando, for $2,120.61, January 16, 1954. This unit was reported to you as being 
on Dick Bennett's lot in my letter of January 18. Please note that the address, 
again, is 28 North Garland, which is the address of Dick Bennett Used Cars. 
Trailer Curry is the name of a Negro porter employed by Dick Bennett Motors 
at this time. 

Case history No. 7 

Motor No. U4AG—105228—Customline Fordor, 8-cylinder, delivered by Earl 
Wallace Ford Co., Delray Beach, to Anna Sue Holden, 207 East Atlantic Avenue, 
Delray Beach, on unnumbered invoice dated January 22, for $1,679.51. Title 
Was issued on this vehicle January 25. On January 26, title was transferred 
to R. K. Motors, used cars, 4820 Florida Avenue, Tampa. This unit was 
reported to you in our letter of January 380 as offered on the Orlando Auction. 
This unit had a Holness Motor Co., West Palm Beach, lubrication sticker on 
the vehicle. A trip to Delray Beach revealed that 207 East Atlantic Avenue is 
the address of Earl Wallace Ford Co. Who Anna Sue Holden is I do not know, 
but it is quite evident that this was not a bona fide retail sale, but in fact was 
a sale to a used car dealer in an attempted subterfuge as far as invoice was 
concerned. The West Palm Beach lubrication sticker would indicate that Delray 
Beach did not even service the unit and that R. K. Motors had it serviced at 
West Palm Beach on the way to Tampa. 
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Case history No. 8 
Motor No. U4AG—106194—Mainline, Tudor, 8-cylinder, delivered by Earl Wal 


lace Ford Co., Delray Beach, to Harley Wadsworth, unnumbered invoice, dated 
January 26, 1954, for $1,637.01. This unit was reported on Harley Wadsworth 
used-car lot, Orlando, our letter of January 27 


Case history Vo. 9 

Motor No. U4AG—100124—Customline Tudor, 8-cylinder, Fordomatic, heater, 
radio, white sidewalls, ete., delivered January 26, 1954, by Earl Wallace Ford 
Co., Delray Beach, invoice No. 1539, for $2,077.98. This unit was reported on 
Harley Wadsworth’s used-car lot in our letter of January 27. Harley Wads 
worth has been a used-car dealer in Orlando for many, many years and is well 
known over the entire State as such 
Care istory No. 10 

Motor No. U4AG-—105860—Customline Fordor, 8-cylinder, Fordomatic, radio, 
white sidewalls, ete., delivered by Earl Wallace Ford Co., Delray Beach, to 
Harley Wadsworth, January 26, 1954, for $2,000.54. This unit was reported on 
ilarley Wadsworth’s used-car lot in our letter of January 27. 
Case history No. 11 

Motor No. U4AG—106197—Customline Tudor, 8-cylinder, Fordomatic, white 
sidewalls, ete., delivered by Earl Wallace Ford Co., Delray Beach, to Harley 
Wadsworth, January 26, 1954, for $1,886.83. This unit was reported on Harley 


Wadsworth’s used-car lot on January 27 


Case history No, 12 

Motor No, U4AG—102685—Customline Fordor, S-cylinder, radio, tinted glass, 
ete., delivered by Earl Wallace Ford Co., Delray Beach, to Harley Wadsworth, 
January 26, 1954, invoice No. 1537, for $1,958.56. This unit was reported as 
being on Harley Wadsworth’s used-car lot on January 27. 


Case history No. 13 

Motor No. U4AG—105902—Customline Fordor, &8-cylinder, Fordomatic, radio, 
ete., delivered by Earl Wallace Ford Co., Delray Beach, to C. L. Sowell, 207 East 
Atlantic, Delray Beach You will note that this address is the same as case 
No. 7 which showed the purchaser as Anna Sue Holden. This, of course, is 
another obvious subterfuge and was reported to Mr. Bassie March 5, 1954, and 
again in our letter of March 29 as being on Dick Bennett’s used-ar lot. 
Case history No. 14 

Motor No. U4AG—106210—Mainline Tudor, 8-cylinder, delivered by Earl Wal- 
lace Ford Co., Delray Beach, to C. B. Sowell, 207 East Atlantic, Delray Beach, 
January 26, 1954, on an unnumbered invoice, no amount shown on invoice, the 
title to this unit was transferred January 29 to Jack Martin, a well-known used- 
ar dealer in Orlando, and reported to you in our letter of March 29 as being on 
Jack Martin’s lot. 


Case history No. 15 

Motor No, U4AG—105257—Customline Fordor, 8-cylinder, delivered by Earl 
Wallace Ford Co., Delray Beach, January 22, to E. 8S. Holden, 207 East Atlantic, 
Delray, for $1,759.22. Title was issued on this vehicle January 25. Title was 
transferred on January 26 to Blackwood Motor, Cocoa, who on February 2 resold 
the unit to Sam Sakson, 315 Brevard Court, Cocoa. This unit was reported to 
you as being on the Orlando Auction on January 30. This unit also had a Hol- 
ness Motor Co., West Palm Beach, lubrication sticker, indicating that the dealer 
at Delray did not even service the unit initially. Again, this unit was obviously 
sold at wholesale, not retail, to a known used-car dealer at an obvious wholesale 
Wfure. 


Case history No. 16 


Motor No. U4AG—103261—Customline Tudor, 8-cylinder, delivered by Earl 
Wallace Ford Co., Delray, for $1,800, including overdrive, white sidewalls, ete., 
to R. V. White, 207 East Atlantic Avenue, Delray, on January 15. The title to 
this unit was transferred on January 29 by Evans Auto Cars, Winter Park, Fla., 
to the present owner, Byron R. Dickson, 856 Park Lake Court, Orlando. This 
unit was reported to you as being on B. W. Evans’ used-car lot in our letter of 
January 27. Again, this is an obvious subterfuge of a wholesale sale deliberately 
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made by this dealer as indicated both by the circumstances of the invoicing and 
the amount of the invoice itself, 


Clase history No. 17 


Motor No U4AG—103948—Customline Fordor, 8-cylinder, Fordomatic, radio, 
etc., sold by Bev Smith Ford Co., West Palm Beach, February 3, to Reserve, Inc., 
division of Rent-a-Car, 508 South Olive Street, West Palm Beach, for $1,945.41 
A trip to West Palm Beach revealed that 508 South Olive Street is the address of 
L. I’. Evans used cars. Mr. Evans is a widely known used car dealer, the 
brother of DB. W. Evans, Orlande. This unit was reported to you in our letter 
of March 29 as being on B. W. Evans’ used-car lot, Winter Park. 


Case historu No. 18 


Motor No. U4AG—-102936— Customline Fordor, 8-cylinder, Fordomatic, radio, 


white sidewails, etc., sold by Bev Smith Ford Co., West Palm Beach, invoice No 
107, for $1,982.87, January 7, to Jack and Ear! Blair, 255 Sunrise, Palm Beach, 
Kl: While we were in West Palm Beach we checked this address and found it 


to be address of a used-car lot operated by the Blair brothers, as well as a rental 
NZeNC\ This unit was reported to you in our letter of March 29 as being on 
3. W. Evans’ used-car lot, Winter Park. 

Case history No. 19 


Motor No. A4AG—101601—Customline Tudor, 6-cylinder, sold by Andrews Motor 
Co., Starke, Fla., to J. W. Andrews, Starke, Fla. This unit was reported to you 
as being on the lot of B. W. Evans, on January 29. This unit was sold to John 
L. McManus, 2017 Sycamore Drive, West Park, who tells us that he talked to 
Mr. Andrews himself on long-distance telephone from Mr. Evans’ lot and that 
Mr. Andrews assured him that this car was brand new. 


Case history No, 20 


Motor No. A4AG—103468—Mainline Fordor, 6-cylinder, sold by Bunnell Motor 
Co., Bunnell, Fla., to Virginia M. Martin, General Delivery, Bunnell, on January 
18, 1954. Title was transferred on this vehicle to N. G. Filley, used-car lot, 
Orlando, on January 27, 1954, and was reported to you as being on N. G. Filley’s 
ot in our letter on January 27. We are unable to locate any Virginia M. Martin, 
Bunnell, Fla., and as this unit quickly appeared on a recognized, large Orlando 
used-car dealer’s lot, it is no doubt a subterfuge. 

Case history No. 21 


Motor No. U4AT—108366—Crestline Fordor, 8-cylinder, sold by Bunnell Motor 
Co. to G. H. Parker, Box 254, Bunnell, January 14, ,1954. Title to this unit was 
transferred on January 18 to Filley Motors, Orlando, and was reported to you 
as on that lot in our letter of January 18. Again, we are unable to locate a G. H. 
Parker in Bunnell and undoubtedly this one is also a subterfuge from the word 
Case history No. 22 


Motor No. U4AG—103971—Customline Tudor, 8-cylinder, radio, ete., sold by 
Lynch-Davidson, Jacksonville, January 20, 1954, to Mrs. J. M. Bennett, 7276 San 
Carlos Road, Jacksonville, for $1,795. This unit was reported in our letter of 
January 27 as being on the lot of J. Q. Bennett, Orlando. This unit is still on 
Bennett’s lot as reported in our letter of January 29. Inasmuch as it showed 
up in Orlando only 1 week after the original sale, and inasmuch as the price 
for which it was sold is not a retail or even close to a retail amount, it is fairly 
obviously a subterfuge 
Case history No. 23 

Motor No. U4AT—102381—Crestline Fordor, 8-cylinder. This unit was titled 
in the name of J. C. Carter Co., Inc., Fifth and Main Streets, Jacksonville, on 
March 8, 1954. It has previously been transferred from Rawls Auto Auction 
Sale, Leesville, S. C., January 14, 1954, who had previously purchased it from 
M. & W. Used Cars, Great Falls, 8. C. This unit was reported to you as being 
on the lot of Dick Bennett, Orlando, April 2, and although we are unable to trace 
the original Ford dealer who sold this unit, we trust that it is your desire to do so. 


Case history Vo. 24 


Motor No. U4AG—102896—Customline Tudor, 8-cylinder, sold by All-Miami 
Motors, Miami, on January 8, 1954, to Trammel Motor Co., 6001 Northwest 
Seventh Avenue, Miami, for $1,682.15. This unit was reported to Mr. Bassie 
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ng on Jack Martin's lot on March 5, and again in our letter of March 29, 

t lv not a retail sale and there was certainly no requirement made 
bv the Ford de er involved to require purchase of a rental tag, as none was ever 
issued. You will note that the date of the invoice was January 8, only 2 days 
after the introduction of the new 1954 model. 





Case history No. 25 


Motor No. U4AG—108145—Customline Tud S-cylinder, sold by All-Miami 
Motor M ’ to Alexander Motors, 4545 Northwest 36th Street, Miami Spring, 


numbered invoice dated Februa: 2, 1954, including radio, white sidewalls, 
‘ for £1.691.98 Chis unit was reported in our letter of March 29 as being on 
B. W. I ! ot \gain, this price is ob usly a wholesale price and no rental 

‘ ssued 
( } Vi" ( 

Motor N U4AG—112145—Customline Fordor, S-cylinde d by All-Miami 
Motors. Miatr to Alexander Motor on Februar LS, for $1,653.23. This unit 
vw reported » vou r letter f March 29 as eil on B. W. Evans’ lot. 
Again. this w was obviously sold at v rie ‘ nd no re ltag ever issued, 

( j 

M \ I G-10195 ( rn dor, § ler, sold by All-Miami 
Moto I to Trammel Mot 3, it ice No. 4086, January 8, for $1,682.15. 
Chi t been pre ) v re 1 to you, but offered for sale on 

Jack Martin Apr 11, 1954 Again, thi unit was sold at an obvious 
\ ‘ eYp eand re i gyever ] ed 
On } ; \ R 

Motor No. U4AG—102197—Custor e Fordor, S-cylinder, sold by All-Miami 

Motor to Trammel Motors, invoice No. 8953, dated January 2, 1954, for 


$1,730.60 This unit has not been previously reported to you but was present 
on Jack Martin’s used-car lot April 11. You will please not that this unit was 
sold 4 days prior to the introduction of the new model to the public and no rental 


tag evel sued 
Ca historu No. 29 

Motor No, U4AG—1078387—Cus e Tudor, 8-cylinder, sold by All-Miami 
Motor to Trammel Motors, invoice No. 4484, January 26, 1954, for $1,657.01. 
This unit has not been previously reported to you but was present on the lot of 
B. W. Evans April 11 Again, this unit was sold at an obvious wholesale price 


and no rental tag issued. 
Case history No 


otor N U4AG—-107467—Customline Tudor, S—cylinder, sold by All-Miami 
Motors, to Trammell Motors, January 26, 1954, for $1,649.76. This unit has not 


been previously reported to you but was present on the lot of B. W. Evans April 
11 Again this unit was sold at an obvious wholesale price and no rental tag 


Case history No. 81 


Motor No. U4AG109244—-Customline Fordor, S—ecylinder, sold by Sam Mur- 
ray to Alexander Motors, Miami, February 1, 1954, invoice No. 4798, for $1,653.23. 
The invoice was marked “Atlanta Convoy Delivery.” This unit was reported in 
our letter of March 29 as being on the lot of Jack Martin. This unit was sold 


at a wholesale price and no rental tag ever issued. 
Case historu No. 83? 


Motor No. U4AV—101550—Victoria, Fordomatic, radio, white sidewalls, ete., 
sold by Sam Murray to AirlineRent-a-Car, Inc., 4545 Northwest 36th Street, 
Miami Spring, on January 6, 1954, invoice No. 4337, for $2,184.98. This unit 
was reported as being on the lot of B. W. Evans January 18. You will note that 
this car was sold at a wholesale figure on the day of the new car showing, and 
that the address of the AirlineRent-a-Car, Inc., is the same as that of Alexander 
Motors, a well-known used-car operator in Miami. The invoice figure is obviously 
a wholesale figure and no rental tag was ever issued. 


Case history No. 33 


Motor No. U4AW-103196—Ranch wagon, sold by Sam Murray to Alexander 
Motors, 4545 Northwest 36th Street, Miami Spring, on January 11, 1954, invoice 
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No. 4423, for $1,895.27. This unit was reported in our letter of January 27 as 
being on the lot of Harley Wadsworth, well-known long-time used-car operator, 
Orlando. You will again note that this unit was sold at wholesale and reported 
to you within 2 weeks as being offered for sale in Orlando. No rental tag was 
ever issued 

Case history No. 34 


Motor No. U4A V-108262—Victoria, sold by Sam Murray to Alexander Motors, 
on January 29, 1954, for $1,878.02. The invoice was marked, “Atlanta Convoy 
Yard Delivery.” The title to this unit was applied for on January 30, at which 
time it was transferred to Harley Wadsworth, used cars, Orlando. This unit was 
reported to Mr. Bassie on March 5 as being present on Harley Wadsworth’s lot. 
Again, this unit was obviously sold at wholesale and no rental tag issued. 


Case history No. 35 
Motor No. U4AV—-108951 Victoria, sold by Sam Murray to Alexander Motors, 


on February 1, 1954, invoice No. 4797, for $1,866.72, title being issued on February 
Motor vehicle conunission files show that Alexander Motors reinvoiced the 
unit on Jan ary 30 to Harley Wadsworth. used ars. Orlando You will note 


that the transaction to Wadsworth was handled on paper, even before Sam Mutr- 
ray invoiced the unit to Alexander Motors If this isn’t subterfuge, what is? 
\gain, the unit was obviously sold at wholesale and of course no rental tag issued. 


Case history No. 36 


Motor No, U4AG—-109786—Customline Tudor, S-cylinder; this unit was sold 
by I. M. Love Motors, Atlanta, to Tom Hewitt Auction, Valdosta, Ga., February 
5, 1954. This unit was purchased by Jack Martin used-car lot, Orlando, who sold 
it on February 12 to John C. Reddick, 625 West King, Orlando, present owner, 
who states that he purchased the unit as a new vehicle. This unit not previously 
reported to you. 


Case history No. 

Motor No. U4FG—-113872—Customline Fordor, 8-cylinder, was sold by Ballan- 
637 Spring Street NW., Atlanta, on February 15, 
1954, to Jack Martin Used Cars, Orlando. A check of the Atlanta telephone 
director, including the classified section, does not reveal any such Company. 
The unit was resold February 16 by Jack Martin Used Cars to ©. B. Griffin, 
route No, 1, Lockhart, who is the present owner of the vehicle. We have con- 
tacted Mr. Griffin, who states that this unit was specifically ordered by him from 
Jack Martin, who promised him delivery 10 days to 2 weeks from the date of 
the order, and who, according to Mr. Griffin, fulfilled his promise in delivering 
same in 10 days. We do not know what dealer originally sold this vehicle but 
hope that you are interested enough to determine its source and the circum- 
stances which would allow an Orlando used-car dealer to make delivery of a 
specified body style, engine, and color combination within 10 days of taking 
the order. This unit has not been previously reported to you. 


tine Motors of Georgia, Inc., 





Case history No. 88 


Motor No. U4AG—118850—sold by Citrus Motor Co., Inverness, Fla., to Colonial 
Motors Used Cars, Orlando, on March 28, 1954. This unit was resold the next 
day to the Acceptance Corp. of Orlando, who have requested our service de- 
partment for warranty work which we have no intention of doing. We were told 
by this company that this was the second unit purchased by them from Colonial 
Motors and that inasmuch as a written warranty policy had been issued them 
by Citrus Motor Co., they felt they were entitled to the regular service as stipu- 
lated in the warranty. This dealer has obviously deliberately sold these units 
to Colonial Motors for resale to the Acceptance Corp. It is the policy of Heint- 
zelman's Inc., not—repeat, not—to honor warranty policies issued by Ford 
dealers when it is obvious that said policies were handed to a used-car dealer 
for delivery to predetermined owners. 

From the above case histories, it may readily be seen that the 1954 Ford situa- 
tion on Orlando used-car lots is a serious one and cannot be treated lightly by 
us. That is the reason why the writer has gone to a lot of trouble to obtain 
for you the detailed factual information listed in the foregoing case histories, 
Practically all of the information may be verified from the records of the 
motor vehicle commission office at Tallahassee, Fla. 

It occurs to me that if the Jacksonville district of the Ford Motor Co. were sin- 
cere in their desires to stop this bootlegging of 1954 Fords that you, Mr. Moore, 
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would have already diligently checked the motor numbers which we have re- 
peatedly mailed to you for action, and that some visible action would have been 
evidenced in a reduction of 1954 models on Orlando used car lots. On Saturday, 
April 10, Jack Martin Used Cars was still receiving new 1954 Fords by convoy 
trailer Attached are three photos, 8 by 10 glossy prints, which were taken by 
me of our employees in front of the Martin lot, April 10, 1954. 

Again, as I have stated in the past, the salesmen’s morale, at Heintzelman's 


In has been and continues to be at the lowest point in our 18 years of associ 
ation with the Ford Motor Co I may also state that the writer has no intention 
of allowing this situation to continue unabated without using every legal resouce 
available to stop this practice I am of the opinion that the Ford Motor Co. 
would not have to cancel but 1 or 2 dealers’ franchises, with appropriate 


} 


publicity given thereto, in order to achieve the desired end of this vicious practice 

of franchised Ford dealers Whether you realize it or not, this trafficking in 

rie Fords by used-car lots, offering no service and no facilities, is undermining 

the entire industry and has cost the Ford dealers hundreds of thousands of dol- 

lars in prestige and integrity, with the general public 
In addition to the case histories listed above, we are listing motor numbers of 

vehicles still on Orlando used-car lots, factual information not being yet avail- 

able in the Motor Vehicle Commission Office, as the units have not previously 

been titled, but no doubt will be titled as they are sold. Your records should 

reveal the offending dealers so that appropriate action may be taken by your 

office 

U4UX-—101954: Country sedan, originally reported on Wadsworth lot, January 27, 
1954 

A4AG-106577 : Mainline tudor, originally reported on B. W. Evans lot, Januuary 
27, 1954 

U4AW-103840: Ranch wagon, originaily reported on Wadsworth’s lot, January 
18, 1954. 

U4AG—100669 : Customline tudor, originally reported on B. W. Evans’ lot, Jan- 
uary 18, 1954. 

UrBV-102652: Victoria originally reported on Jim Cumbie’s lot, January 27 
1954. 

A4AG-101853: Mainline tudor, originally reported on Wadsworth lot, January 
30, 1954, 

A4AG—105418: Mainline tudor, originally reported on Wadsworth lot, March 
5, 1954 

U4AW-117077 : Ranch wagon, originally reported on B. W. Evan’s lot, March 29, 
1954 

U4FX—106721: Country wagon sedan, originally reported on B. W. Evan’s lot, 
March 29, 1954 

U4UG-115224: Customline fordor, originally reported on Jack Martin’s lor, 
March 29, 1954. 

U4AX-119526: Country sedan, originally reported on Jack Martin’s lot, March 
29, 1954 

U4UX-112205: Country sedan, originally reported on Jack Martin’s lot, March 
29, 1954. 

U4UX-117201: Country sedan, originally reported on Jack Martin’s lot, March 
29, 1954. 

U4MR-117169: Ranch wagon, originally reported on Jack Martin’s lot, March 
29, 1954. 

U4EV—-108489 : Victoria, originally reported on Filley’s, March 29, 1954. 

U4AX-119516: Country sedan, originally reported on Jack Martin, April 2, 1954. 
On hand April 11—not previously reported: 

U4FV-143151: Victoria, on Harley Wadsworth lot 

U4AT-10232367 : Crestline fordor, on Colonial Motors lot. 

U4AX-—107410: Country sedan, on Colonial Motors lot. 

Very truly yours, 


HEINTZELMAN’S, INC. 


Senator Purrett. Now you may testify as you wish. 

Mr. Costtry. Thank you. 

My name is Alton M. Costlevy, and T am an automobile dealer 
in East Point, Ga., a part of metropolitan Atlanta. I appear at 
this hearing not only as an individual dealer and in the capacity 
of spokesman of the automobile dealers of Georgia by authorization 
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given me in the recent action of the board of directors representing 
those 575 dealers of Georgia, but I also appear as chairman of the 
national affairs committee of the National Automobile Dealers Asso- 
ciation. 

Now, as you gentlemen realize, of course, that all of these dealers, 
as has been said before, all of these dealers throughout America are 
small-business men who actually sell on the average less than 100 
new units annually per dealer. 

My ap pe arance he re on be hi lf « f these deale Ars is for the specific 
purpose of urging you gentlemen . act favorably upon this bill that 
is being considered here, which seeks to provide a method for curbing 
this so-called automobile Dootlegging business. 

Now. | bring to you not only my own experience of over 29 years 
in this business of retailing automobiles. new automobiles, but also 
the experience of hundreds of other dealers throughout the South 
who have talked with me and I have discussed this situation with them. 

As chairman of the national affairs committee of the National 
Automobile Dealers Association, [ would like to emphasize that 
dealers and dealer representatives throughout the Nation have urged 
that NADA, through my committee, take immediate steps in their 
behalf to eliminate bootlegging. They want antibootlegging pro- 
visions reinstated in the selling agreements of all new car dealers. 

At this point, I would like to remind your gentlemen of some- 
thing that you have already heard, that antibootlegging provisions 
in dealer selling agreements such as would be authorized by the bill 
now under consideration, are not new in the automobile retailing 
industry. For many years such provisions were contained in sell- 
ing agreements under which we operated and they were enforced 
by the manufacturers when we had them. Such provisions were 
specifically designed to prevent such chaotic conditions as those 
prevailing today in this business. They were felt necessary to pro- 
tect the best interests of the car buying and owning public; the ‘vy were 
felt necessary to protect the franchised dealer and manufacturer, also, 

Such provisions were not designed, however—and I would like to 
emphasize this, gentlemen—suc h provisions in these contracts were 
not designed to strifle healthy competition, as has been suggested by 
some here before. Nor did the endorsement ot such provisions have 
the effect of denying to the car-buying public the benefits which are 
derived normally from aggressive competition among sellers of goods. 
On the contrary, during the many years when bootlegging was pro- 
hibited our industry was not devoid of the kind of competition which 
has made this industry and our country great. Gentlemen, we had 
plenty of it. 

In fact, it has been my experience that when dealers have new cars to 
sel] they are willing and anxious to compete for customers to buy. 
They are anxious, however, that they be required to compete in an 
atmosphere which is healthy, reasonable, and fair to all within that 
industry. 

Now, they are convinced that the reinstatement of antibootlegging 
provisions is necessary to restore such a business climate. Experi- 
ence over the past months certainly supports this view. 

Just as it is in other sections of the country, bootlegging is com- 
pletely demoralizing the retail automobile business in Georgia and 
the other Southern States. Individual dealers and dealer groups 
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report to us that today business conditions are worse than at any time 
in their experience, that operating margins have decreased alarm- 
ingly, and in many cases vanished complete ‘ly, that many dealers are 
having to give up and line idate, and that they are unble to maintain 
expensive se rvice oper itions in the face of dec lining sales. 


Now, here is another one that I wish to register very emphatically. 
Wholly apart from the dealers’ plight today, I oe - like to mention 
a point which I am afraid is being overlooked by many who are 
interested in the subject of bootlegging. This sub aes has to do with 
the losses suffered by automobile owners. 

Boot leoe ng has affetced the » value of every used car in America. 
It is fundamental in the automobile business, which, incidentally, is 
predominantly a trading business, that when new car prices are de- 
pressed, used car values decrease in direct proportion. 

So when these prices were forced down on the lot, every man and 
woman who owned a used car or had it in their possession suffered a 
loss in the same proportion that the new cars were reduced. 

It seems to me, also, that automobile manufacturers will suffer 
great losses if this practice continues. They will have disruption of 
normal and time-tested distribution channels, the stloma of distress 
merchandise, weakening of authorized dealer financial strength and 


stability, dealer dissatisfaction and unrest, and normal market de- 
moral meen, all of which result from bootlegging, which would 
appear ) spell trouble in the long run, and more and more trouble as 
thi Is stl fr woes on. 

At the present time, of course, the authorized dealer is the immedi- 
atae and Sek te loser. Not only has he lost sales through this boot- 
leg dealer, but he has lost his capital in many instances. Indeed, if 
this type of selling is continued, many dealers have st: ated that they 
would abandon their present expensive and efficient service setup for 
the less efficient and considerably cheaper operation known as the 
open-air lot. This, of course, would be to the detriment of everybody 
concerned. 

As 7 is been brought out very emphatically here before, gentlemen, 
we cannot continue to maintain these establishments which are a pre- 
requisite to getting a franchise: we cannot continue to operate that 
kind of a setup in « ee to the man who is not required to com- 
pete, as we are. s I say. this, of course, would be to the detriment 
of everybody taco 

As has been pointed out by others here today, the authorized dealers 
of the Nation, through NADA, have sought dilige ntly for an answer 
to this difficult problem, and we are convinced that we must have some 
assistance from you gentlemen. We earnestly solicit your help and 
support in the enactment of this legislation. 

There is one more thought I would like to leave here, and I am 
open to your questions. This was touched upon by Mr. Freed, but 
I want to implement that thought. It has to do with the effect of 
bootlegging, as well as the actual sale of cars, and in whatever per- 
centage they may be. 

The very exis stence of bootleg cars on used-car lots or other unau- 
thorized outlets at drastically reduced prices prevents us from selling 
at a reasonable price, and it 1s that backwash, in effect, that is causing 
the diminishing of profits by dealers who are able to stay in business, 
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and is causing the bankruptcy of those who are not able to stay, and 
that does include independents and others. 

Gentlemen, you me been awfully nice to me, and I am going to 
save those other 15 or 20 pages, but I want to tell you that they are 
filled with pleas from Bao in the South asking for help. 

Senator Purrey. I assure you they will be read, Mr. Kirks. 

I wonder if it were the decision of the subcommittee and the 
full committee that this bill be reported out, I wonder if you 
don’t. think there should be, perhaps. some amendments, first, to 
require rather than to permit the manufacturer to terminate the fran- 
chise of bootleggers of new cars: and secondly, don’t you think there 
ought to be some amendment which would make it unlawful to require 
a manufacturer to ship more cars than the dealer wanted ¢ 

Mr. Cosriry. Could I interrupt and answer? 

Senator Purrett. I would be happy to have an answer from 
anvbody. 

Mr. Cosrtry. In the first part requiring the manufacturer to do 
these things. it has been our intention and our earnest desire all 
through all the difficulty we have had to settle our troubles peacefully 
around a table of discussion with the manufacturer. It is still our 
hope to do it. and the manfacturers have told us in this instance that 
they are « ‘ompletely willing and anxious to do the thing we are asking 
them to do if they are permitted, and we like the permissive approac h. 

Did I take that away from you, Mr. Counsel ? 

Mr. Kixs. That is fine. I have nothing to add. 

Senator Purrety. You would like to have this meeting of minds, 
at it were, that you are unable to obtain right now because that is 
what is causing your trouble: the dealers are not willing to do what 
the manufacturer is asking them to do, and the manufacturer con- 
tinues to ship them cars; knowing this, it has been indicated here that 
he feels he is in jeopardy if he doesn’t. 

Mr. Costiry. Right. 

Senator PurreL,. But you feel he ought not, then, since this is a 
bad condition ; you say it would be corrected: you say now we shouldn't 
make it a requirement, but should permit the manufacturer to decide 
whether he will or not. 

Now, if he intends to correct it, why have a requirement in there 
that he correct it ? 

Mr. Costtry. Well, if he intends to correct it and if he is given an 
opportunity to do it and then does it, which we think he will, because 
he will just naturally do the thing he said he will do, then it is a nicer, 

cleaner, more amiable situation in which to work than one where a 
club was the cause of the correction. 

Senator Purret. Well, there will be a club in this case, a club over 
the dealer. 

Mr. Cosriey. Well, we think it is permissive. 

Senator Purreti. You think it is permissive on the part of the 
manufacturer and a club as far as the dealer is concerned? I just 
wanted to get that clear. 

Now, what about the second amendment, to make it unlawful for 
manufacturers to force upon dealers more cars than they feel they can 
sell 4 

Mr. Costiey. I am going to let my counsel take part of that, but I 
would like to support the statement made here by Mr. Freed, our 
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president, in which he said, and I coneur, that we are not, in our 
industry are at least in General Motors, as far as |] know, and 
Chevrolet in particular—forced to take any car that we don’t want; 
we are not forced to take cars. 

Senator Purrectit. Then you have no objection to that, apparently. 
because it would in no way affect you 4 

Mr. Cosriey. | certainly want that in the record, that we are in no 
wal forced to take them. 
I will leave the rest to counsel. 
Senator Purrenn. Is it true that dealers are not forced to take cars, 


or is it true that in some cases they are and in some cases they are not ? 
Is there not a minimum requirement of a dealer taking so many 
cars, and is it not true that dealers have had cars forced upon them ? 
Mr. Kirxs. I think that is a factual question, Senator, rather than 
it legal question. Qu president and our chairman of our national 


affairs committee have testified that to their knowledge that is not so. 

Senator Purret,. Well, can they speak for the whole industry and 
say it is not true in the industry, that no dealers are forced to take X 
numbers of cars 4 

Mr. Cosritey. Having talked with many dealers of several lines, I 
know of no dealer that is forced to take cars. However, | have not 
talked to all of the dealers of all lines. 

Senator Purrein. Then you can’t speak for your association in say- 
Ing that there are no minimum requirements ¢ 

Mr. Cosriey. That exists in the industry ¢ 

Senator Purre.u. Yes. 

Mr. Cosriey. I couldn’t speak for them. 

Senator Purrei.. Well, it has been called to my attention by coun 
sel that in 1939 that condition was reported. It might be noted that 
the Commission’s 1939 re ee on the motor-vehicle industry concluded 
that forcing practices engaged in by motor-vehicle manufacturers at 
that time resulted in dealers “ee Inge ob liged to cut cash prices or grant 
excessive trade-1 n allowances, and In Some lLnstances led to financial 
failures of dealers. 

I don’t know that the condition exists today. I am simply making 
inquiry as to whether it does. 

You tell me you cannot speak for the association, that there are no 
minimum requirements of automobile dealers to take X number of 
cars ¢ 

Mr. Costitry. That is correct. 

Senator Purretn. Senator Schoeppel, do you have any questions? 

Senator Scuorrren.. I am very interested in what your national 
president said, and what you confirmed, that you know of no specific 
instances, and you would, I am sure, if it were prevailing in your 
industry, where the manufacturers are forcing the distributors to take 
cars. 

Had that been the case, namely, had you been required to take a 
minimum number of cars, then I was going to ask you—well, do you 
not think that the allegedly publicized reports of the big fight between 
General Motors and Henry I ord, manufacturer-manufacturer, get out 
and cause and contribute a lot to the chaotic situation ? 

Mr. Costiey. Are you asking me if that does contribute to it? 

Senator er Lt. Yes. It does bring out an element I was inter- 
ested in, namely, if you are not required to take cars, therefore, it 
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would be minimized, but I can see it would tremendously affect your 
dealers if you had minimum requirements that you had to take, and if 
the management of General Motors and the management of Henry 
Ford say, “Well, we will see who is the big boy in this ball game, 
brother,” you would have cars all over your baseball field; wouldn’t 
vou‘ 

Mr. Costriry. I am afraid you see it correctly. 

Senator Scnorpren. Well, I have a suspicion this has contributed 
somewhat to, maybe, an oversupply of automotive equipment. Every- 
body wants a new car. They are dressing them all up like a lady’s 
hat, and no lady wants to wear the same hat another season, and so 
we have new models, better models coming out, I’m sure, but if they 
continue to manufacture in the ratio that they are manufacturing, 
and the used cars being what they are, and the highways being limited 
as they are and getting more congested, is this the only type of legis- 
lation you are going to have to get you out of the woods / 

Mr. Costiey. It is the only type we know anything about that will 
relieve the situation. If we knew of : inything else that would give us 
relief. we would foster that. too. but we know of no other avenue, and 
we know of no other legislation that will relieve us of this bootlegging 
situation. 

I might add, Senator, that you touched on another very vital point 
that would be covered in our 20 pages, and that is the condition on the 
highways and roads and streets, not only because of the crowded 
CO) dition. but because of the responsibility of the franchised dealers 
to see that those cars get ovel thos se streets in a safe condition. 

Senator Scnorrrenr. That is an important safety factor that every- 
body should be dwelling on, and I recognize it is a most important 
factor. 

Mi *, COSTLEY. And unless the cars come through the reoul: arc ‘hs anne ls 
of distribution. they do not get that type of service. 

Senator ScnorpreL. I have no further questions. 

Senator Purreti. Well, I wanted to ask one more question. 

You tell me that to the best of your knowledge, there are no quotas 
set. 

May I ask, is that something of recent origin or practice, or, to the 
best of your knowledge, has that been one for a good many vears? 

Mr. Cosriey. I think it has been the practice for years. In my own 
specific case, I have never had a quota in the 29 years I have sold. 

Senator Purretn. Thank you. I do want to thank you for being 
here. You helped us a great deal, and I again assure you that your 
full statement will be available and will be read beyond any question 
\ the committee. 

I think it is necessary to point out, because we haven’t a full sub 
committee here, there is no lack of interest on the part of my colleagues. 
We have many committee hearings and we find it impossib ‘le to attend 
all of them, and while they are not here, your testimony will be avail- 
able to them and, without question, will be digested by them. 

Senator ScnHorpreL. And, Mr. Chairman, you never said a truer 
thing, because at 2 o’clock this very day—and it is now almost 12 : 30— 
lam compelled to be at. a subcommittee he: aring of the Interstate and 
Foreign Commerce Committee on TV, UHF and VHF, and T have 
to spend some time on the Senate floor this afternoon, so if I am not 
at your afternoon session, I want the gentlemen here, and especially 
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Mr. McKay, my good friend from Wichita, Kans., who I understand 
was preside nt of this association not long ago, to know that I shall 
endeavor to be up here to hear what he has to say if he testifies. 

Senator Purre.tyu. I was hoping you might elabor: ate on something 
you testified about. You were t: alking about new cars bei Ing dolled 
up like new hats for ladies, and you said new models were coming out. 
I was wondering if you meant cars or women ? 

No one is more attentive to his duties than my good friend from 
Kansas, Senator Schoeppel, and I know that nobody comes in better 
informed on subjects we are discussing, so I know if you are not here 
this afternoon it means you will burn the midnight oil to catch up on 
this afternoon. 

The next witness is Harry Sloate. 

I am glad to see you, Mr. Sloate. 





STATEMENT OF HARRY M. SLOATE, MEMBER, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Stoarr. Gentlemen, I am not a professional witness, and I 
want to thank you for the opportunity of be ing heard. 

When I came down from Connecticut I had to keep a couple of 
things in mind. One was that we never ask for legislation of an in- 
terferring or controlling nature in Connecticut, and I couldn’t bring 
myself to do it, and I wouldn't be here if it weren’t that I felt that 
this was just putting something back where it was in work before. I 
would like to see it happen again, and I express the views of most 
lealers from Connecticut, all the dealers in the association from Con- 
necticut. 

Most things become a boomerang if you put them into law and prob- 
ably don’t perform as they should, and the mere fact that the investi- 
gations of 1939 and 1944 haven’t brought results yet makes me fear 
legislation, and if we can control our own industry I am sure we can 
get quicker action. 

There are just a couple of points- I want to be very brief—that I 
would like to clear up. 

I was afraid you gentlemen, not knowing our business thoroughly 
or intimately as we do, would think that ours is a house divided, that 
a lot of our dealers selling these cars are throwing them on the market. 

You will notice there are about 40,000 dealers, and abut 33.000, I 
believe, members of the association. A man who wants to practice 
| ore cing is not attracted to our association because all the efforts of 
the association in order to govern itself are confined to good, legitimate 
pr ractices, to keeping our place in the sun, protecting our industry and 
our own selfish interests, which would be our investment, and so forth, 
so they would shun, and you couldn’t go out and sell them a member- 
ship in our association. 

Much of this is done by design. It is an attractive proposition for 
men with risk money who want to perpetuate this bootlegging proposi- 
tion. 

These used car auctions were started up during the postwar era to get 
used cars into a territory where they would bring big prices. They 
now have taken over these new cars and partic ipate in the traffic of 
removing new cars to other places where they bring big prices. 
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It isn’t a fight with the used car dealers; it isn’t a fight with our 
friends. They wouldn’t be in business if it weren’t for the new car 
dealers. They are in our show rooms; we are selling them merchandise 
they need every day, and dickering with them. Of course, we have to 
stop when they want to take over our business, but our business is very 
attractive to them. 

You have flect lease people, where they leased automobiles during 
the postwarera. Now, many of us didn’t go into it because we thought 
itwasunsound. There were a couple of reasons for it being attractive ; 
one was that the used car was a company-owned car and when sold in 
an area where it brought a big price it carried the long-term capital- 
gains tax. It was possible to pyramid this business into a large one 
which, again, when liquidated would carry the long-term capital-gains 
tax. That is attractive. 

Now, that situation has kind of passed out as far as attractiveness is 
concerned, because you can’t take cars a year old and dump them for 
a high figure and they, to a certain extent, have gotten into this game 
of buying new cars and putting them in traffic. 

You see, they have buyers out, and many legitimate dealers; in fact, 
Y was caught myself. I had a company approach me to buy a couple 
of cars. They said, “Here is our agreement with the factory,” and we 
sold them the cars. They told us they were going to immediately have 
them registered in the State where they were to be used. Ordinarily 
we register the cars we sell in Hartford. 

Senator Purret.. May I interrupt, Mr. Sloate? 

Do I understand that they have some arrangement with the factory 
that these fleet owners or fleet buyers rent the cars? I am _ not 
saying 

Mr. SLoATeE. They become so called fleet users. 

Senator Purtrit. They have special arrangements with the manu- 
facturer ? 

Mr. Stoatr. Yes. 

Senator Purreti. And does that special arrangement provide that 
they buy cars at a lesser price than somebody else ? 

Mr. Stoare. Yes, and there was a factor present there that a dealer 
vot an extra supply to supply the fleet cars. They were regular ship- 
ments, and it does not affect the retail code. 

For instance, if I were going to get a hundred cars as my allotment 
tor this month and I had some fleet users 

Senator Purrett. What is an allotment ? 

Mr. Stoare. The allotment is based on production. If I get 5 per- 
cent of the total production, that is my planning potential. 

Senator Purreti. Must you take those ? 

Mr. Stoarr. May I explain it this way. 

In our particular contract we set up our physical setup on the basis 
of what we call a planning potential. It is a 10-year record, and it 
is averaged and divided by 10, after taking the total. We have service 
leases to take care of one-tenth of the historical 10-year potential of 
that territory. 

Now, when we establish that in Chevrolet in the whole zone, the 
Tarrytown zone that I am in, their production—if that figure should 
be 15,000 but they could only produce 10,000 in 1 month, we would 
vet two-thirds of what our planning potential would be, and I would 
be notified I would receive that number of cars that month. 
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Senator Purrec.. But the determination would be yours and no- 
body else’s / 

Mr. Stoare. That is correct, and they hold back 15 percent of the 
production to take care of fleet users, and they have done that. We 
get extra cars out of that pool, and these fellows have accumulated 
the MH). 

Now, in the city of B ridge port for the month of Mare ~ oe used-car 

alers sold more Fords, 133 to 103 in the month of eed ‘h, than the 
total leoitim ite Ford owners 1n Brida port. 

Senator Purrre.y. New cars? 

Mr. Stoarr. Yes, sir, new cars. They come in there; their illus- 
trations are here one is squire Motors, and another is Dan’s Motors. 
Thev came in with—lI believe one is New York capital, a New York 


eperato | ey will asse mble these the Same as used cars, the used 
cars are takel to ( Yhio, are resold to people from the coast, or Florida, 
or ‘Texas They were moved econ ome ally with these towbars, and so 
forth, so vou see it is an accumulation of these things. 

Even if you are innocent you get involved where a used-car dealer 
COMME n and savs. “Grive me the price on LD used cars,” and you give 


it to him and he takes it. and it accumulates nationwide; and in certain 


places where thev are operating they send prospects to get the price, 


colol combination, and everything else, and thev say, “We will 


that eno irom headquart rs,” diilerent points, New Y ork, Michigan, or 


other p ‘ 
Po, if isnt that our house 1 so «div ded that we are throwing these 
il nto the traffic. It is omething that is extracted, to some extent, 
from us, and ome peopl vel nto this busine s to do it. 
senator SCHOO! PPEL. When did this resurgence in thi bootlegging 


practice r}1 
~ Mr. Sioare. About 2 years a 
ator SCHOEPPEL. [ woul L Like to asl eit] er your counsel or your- 
~ questo! 

The representative ot the Federal Trade Commission here said 
ometh ne to the effect that you could obtain relief under the Federal 
Trade Act. Now, do vou think vou can / 

Mr. Kirks. You mean to solve this particular problem ? 

Senator Scuorrret. Yes. This gentleman brought out, the attorney 
for the Federal Trade Commission, suggested that you could obtain 
relief under the fair-trade laws. 

Mr. Stoatr. I would like to sav this, Senator, that 1t is a good ques- 
tion, but I suppose you have heard this term before, it is a peculiar 
business. It IS peculiar because all automobiles are sold, and it helps 

ie TAX collector if they ire sold for the full price. It is the allowance 
on the used car where the variation is, and that would be a tremendous 
policing problem for any fair-trade commission to determine what the 
value of that used ear is and why you allowed that much. And if vou 
didn’t get the full price, your iudement was wrong, and if you got 
more than that you were a Shylock and you would be in continual hot 
water, 

I would like to say this, that the factories did respond. There was 
some sort of an ove rproduction started this year, but immediately 
when our association went to them their prs actice changed back to what 
it should be, and we receive cars only by order, at least in my instance, 
and in the case of most dealers I have talked to. 
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That is the reason you get the answer, “Well, not to my knowledge, 
you are not forced to take cars.” That is fundamentally true, but we 
know that with 33,000 dealers belonging to the association, with the 
publications we have, that any factory that continually refuses to 
respond or work along would be pretty unpopular with our own deal- 
ers and they would switch over to some ‘thing else. 

A dealer organization is very important to a manufacturer. You 

‘an remember when Chrysler bought the Dodge organization for three 
times what it was worth, to get the organization. You ean finance 
today, and it isa dealer organization that is a vital factor to the manu 
facturer in mere handising cars, 

Senator Scnorrrer. And it is going to become more important? 

Mr. Svoate. And that is the reason I would like to see it restored 
and kept the way it was. 

Automobiles are merchandised for about 25 percent, where the 
furniture industry, and so forth, is a lot higher than that. 

Now, there is another thing in this industry that I would like to 
clear up, the matter of State or Government purchases. They must 
think this is important, because the first thing they say to us—the 
post. office, or the ee if they want us to bid on a group of auto- 
mobiles, the xy Say, “The bidder must have service facilities,” and some- 
times it is necessary to have $50,000 worth of parts available in the 
territory where they are going to operate. 

That isn’t true with this other source of new car retail sales that is 
building up. 

Then the matter of safety is there. 


So, we sell transportation. It isn’t just the price for which you 
can buy an automobile: it is how you can use it and what your trans- 
portation is worth afterward, the follow-through there, that. counts. 

Senator Scuorrre.. I am glad to hear you say that. I will cite a 


quick illustration. 

It happened to be my good fortune, and I appreciated the experi- 
ence, of being the chief executive of my State. In each State there 
L police system of some type or kind, and the ‘y nee | transportat ion 
of ‘the finest type and kind. My first insight into it in my own State 
was when the Kansas Highway Patrol, the State, would buy fleet wise, 
and yet one of the factors that we always insisted upon and the head 
of that department insisted upon, if we buy so many hundred auto- 
mobiles over a period of 2 years we want to know that we have got 
replacement parts and ace -redited workmen so that when we run that 
automobile in there we can get the service on it or we can get a part 
and get on the wavy. 

That is a very important factor, and that does exist, and I can see 
why if something comes along here in a disruptive way, not only to 
the State agency, but to the individual, we are going to suffer all the 
wav down the line. 

No one wants to restrict. production or eliminate profit. I happen 
to be the kind of hardheaded conservative that believes in making 
a profit, and I don’t frown on the individual that makes money. 

Mr. Stoare. Senator, we had a very unfortunate circumstance 
happen in Connecticut, up in W aterbury. I believe I have the num- 
ber right—about 60 cars were brought in from the Detroit area, and 


50416 n4 6 
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it was from a dealer who apparently was going bad and he had them 
financed in another company; he sold them to this man, therefore, 
what we called double financed, the floor plan, mortgaged, and he 
came into Connecticut and sold them at retail through outlets. The 
State police are working on it now, and I don’t know who is going 
to get hurt, but three people cannot own an automobile where the 
consumer put down his hard-earned money, and I don’t know whether 
he will lose it or not. There is a question of law there. 

In our State we have to file financial responsibility and take out a 
new-car dealer’s license, and that will protect the public against that 
ort of loss. 

I got acomplaint from one of our tax men. This thing has thrown 
much confusion in where the price of used cars went down. You 
though your car was worth so much after it was a year old, and so 
on down. These books, you know, that register the sales price have 
all dropped, and the tax assessors are going crazy. You would be 
surprised at how much the revenue is being cut in small towns. 

I would like to answer any questions, but we in Connecticut believe 
we could not like to open the way to further leaislation by asking for 
any restrictive legislation or compulsory legislation because even 
our own members would ask for more and more and more. 

We believe we worked before, our association, with the factory, 
and it did work once before this year, and we would like to see the 
passage of this bill. 

Senator Purrett. Have you a prepared statement to be included 
in the record ? 

Mr. Sroarr. Yes, sir: I have. 

Senator Purrett. Then, without objection, it will be included in 
the record. 

(The prepared statement of Harry M. Sloate is is follows :) 


STATEMENT oF H. M. SLoOAtTE, CHEVROLET DrALeER, HARTFORD, CONN., IN SUPPORT 
oF 8S. 3596 AND H. R. 9769 


\MIv name is H. M. Sloate and IT have been in the retail automobile business 
for 32 vears: 7 years as a salesman, 3 vears with the Chevrolet Motor Co., and 


’? vears as a Chevrolet dealer Iam authorized by the Connecticut Automotive 
Trade Association to appear as their representative and state their views on all 
itters pertaining to this bill. It has been the established practice with dealers 


in Connecticut to shy away from any legislation, local or national, framed to 
govern any business. It has also been my practice to advocate less laws on our 
books and less Government regulation 

However, I am supporting this bill because it does not tend to regulate busi- 
ness, but would give the automobile dealers of this country a chance to work 
with the factories to iron out our own evils without governmental intervention 
as was successfully done in the earlier days of this industry. The dealers 
of Connecticut believe thorouchly in this practice. 

This business of distributing automobiles by the automobile dealers of the 
United States is a large business, carried on by small-business men. We are 
individually and collectively threatened with bankruptey and failure. The 
present dealer setup cannot endure for long if bootlegging is not curbed. It is 
a matter of a large dealer’s investment necessary to distribute parts and give 
service to properly serve the public in all ways being undermined by an uncon- 
trolled set of brokers who operate without the accompanying overhead. 

rhe public suffers through misrepresentation, receiving cars driven hundreds 
of miles with the speedometer disconnected and having no place to go to receive 
service on new-car guaranty work unless it is performed by the franchised dealer 
who would have to do this work at a financial loss to him. 
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During the last war it was proved that the necessity for dealers’ service and 
parts distribution was of vital importance to every citizen of the United States 
as well as the Government agencies. 

The franchised dealer of the United States represents small business in the 
purest sense and should be preserved by all means. 

I, therefore, speak for myself and the dealers of my State organization in 
Connecticut, in strongly pleading for the passage of this bill for the protection of 
the public, our Government, and ourselves as small-business men. 


EXHIbITs 
NEW YORK STATI 


“Our association represents 2,100 new-car dealers from practically every town 
in New York State who have an investment in the automobile business of many, 
many millions of dollars. Result of bootlegging is striking a vital blow at the 
security of these independent businessmen. Financial losses have caused many 
new-car dealers to close their business leaving the public and community without 
service facilities for the make of car they had sold. Many other have operated 
in the red for the first 4 months of this year. Used-car dealers and opportunists 
with no investment or responsibility to community or any branch of the Govern 
ment are reaping a harvest in profit. And more than they were on those made 
curing the black market days by the same operators. Certainly it seems that 
the Government has some responsibility as a matter of publie protection and 
preservation of our economy to allow our industry to establish safeguards against 
destruction of this business which is a vital and important segment in our 
national economy.’—C. D. Henderson, manager, New York State Automobile 
Dealers Association. 

“While bootlegging is not rampant at this time in upstate New York the large 
scale operations in the metropolitan area has affected thousands of upstate deal- 
ers in the past 9 months. Majority of New York State dealers are in the red 
year to date and cannot afford to lose their limited working capital. All busi- 
nesses today ‘are fishing with a long pole’ and markets are weakened and profits 
destroyed many hundreds of miles from the major source of trouble. Bootlegging 
is a disense—prognosis fatal. It is impossible at this time to determine the 
exact date when the long-established retail automobile merchandising system 
will break down completely but investments and organizations employing tens of 
thousands of wage earners in all dealerships of New York State, the backbone of 
automotive service to 5 million owners, cannot survive the continuing spread of 
the effects of bootlegging. Urge presentation of this problem to Congress for 
enabling legislation if Department of Justice fails to act. Am sure New York's 
18 Congressmen and 2 Senators have been made aware of this malignant condi 
tion at local level during the Easter recess of Congress.”—Carl] E. Fribley, New 
York State NADA director. 

“Represent 455 dealers counties of Kings, Queens, Nassau, Suffolk, New York 
State. Result of bootlegging disastrous. More than 90 bootleg outlets in oper 
ation with well over 4,0C0 cars on lots. Bootleg sales on 54 models to April 1 
over 2,000 recorded retail sales. ‘Twenty dealers have failed. Dealers operating 
in red for last 4 months—25 percent. Fifteen percent of our dealers trying to 
get out and save what is left of their investment. Unless this bootleg condition 
is cleaned up immediately many more will be forced out. Many of the larger 
bootleg operations sell over 100 new cars per month. Of all makes large percent 
age of these so-called new cars are towbarred or caravaned as many as 1,50) to 
2,000 miles over the road with the speedometers disconnected. Bootleg opera 
tors have no service facilities and pad finance charges from $100 to $400.” 
C, Ray Palmer, Executive Vice President, Brooklyn and Long Island Automobile 
Dealers Association. 

“One used-car outlet alone in this city will sell over 1,000 new cars in April. 
This is 2144 times more cars than any new-car dealer will sell. Estimate used- 
car dealers selling from 5 to 10 percent of new cars sold here. Very few dealers 
our territory folding—several changing ownership. Estimate more than 25 
percent of our membership will be in red for first 4 months. Many dealers 
waiting to see results of first 6 months before deciding whether or not to con 
tinue in business. Several new-car dealers selling independent makes now 
bootlegging to survive. Bootlegging and too aggressive production schedule by 
manufacturers chief reason for this condition. Our association composed of 
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200 dealers in New York metropolitan territory.”—J. W. Farlow, executive vice 
president, Automobile Merchants Association of New York, Inc. 


PENNSYLVANI 


Unable to give latest figures in my letter of April 30. Accurate breakdown of 
dealers served by PATA shows 21 dealers out of business. Total has dropped 
from 160 to 139 Of these only 7 are changed in proprietorship.” Dick Mae- 
Meekin 


‘PAA represents approximately 90 percent of the new-car dealers in the 
State New-car sales by used-car dealers varies very much from as high as 
20 percent in some counties to very few in other sections. It is impossible to 
determine the m er of new-car dealers who have failed, folded, or operateu 


"in the red 4 months this vear due to bootlegging, but can say that this condition 








at least partially responsible for hundreds of dealers operating at a new loss 
Many dealers standing by during the year 1954 to await further developments.’ 
Clande | Klugh anager, Penns ania Automotive Association. 
E\ EY 
Ne Jerse Aut ti Trade Asso tion represents 965 new-car dealers 
New irs sold b iwed-ca dealers pproximately 10 percent of total sales. 
lif one 1 car dealers | e failed or have gone out of business during past 
$ months due to unfair competition by used-car dealers selling new cars A 
irther considerable number of ne car dealers would now like to sell or liquidate 
eat : nancial loss would not be incurred Approximately 40 percent 
of our dealers operated in red for the past 6 months New-car dealer morale was 
vel 30 ve: of experie n the industry In our old line, dealers 
‘ ‘ ( is are due to overproduction which is fundamentally 
of otlegging Otto P. Henneberger, business manager, New Jersey 
\ e' eA ciatiol 
( Fx I I 
(ll new r dealers in Connect t are represented by the Connecticut Auto 
I Prades A cia n Each one is directly affected by new-car bootlegging, 
tuation is bad in Connecticut as in any other place in the country. 
Connecticut registration figures for January, February, and March show 17,- 
G2O ne es by franchised dealers. Used-car dealers sold 1,040 new 1954’s 
J period. In Bridgeport, 1 bootlegger sold more Fords in March 
tl the 2 ] d dealers put together; in Waterbury, 1 bootlegger sold more new 
( t n the Chevrolet dealer in the same month rhe figures do not 
en ( nous effect, dollarwise, that these bootleg sales had on sales by 
d dealers Apparent price cutting by bootleg dealers of Ford and 
(re! M s’ cars has demoralized the market for all new automobiles so 
ar buyers are demanding, and getting, discounts on new cars. Thus, 
ime of sale remains high, the margin of profit has been drastically 
reduce ind in some Cases eliminated 
Starting in Bridgeport, bootlegging has spread to Waterbury, Ansonia, New 
Havel Hartford, and other areas Four dealers have been forced into receiver- 
hip d about 25 dealers have sold out rather than attempt to operate in this 


ket. Many, many Chrysler product and independent dealers would gladly sell 
it if they could find a buyer, but buyers are scarce and banks do not regard 
automobile dealerships as sound mortgage investments Should the de- 


alized market continue, many dealers will liquidate rather than to go on losing 





Some independent dealers are already selling bootleg popular makes, If 
nothing is d to restrict the sale of Ford and G. M. products to franchised 
dealers, this trend will continue It is not difficult to foresee a time when the 


emaining dealers will give up their franchises and deal in all popular makes 
vithout the restraints and supervision of a factory contract. In such a market, a 
few aggressive dealers would soon dominate the market Most dealers would 
discontinue their unprofitable service departments with much resulting in 
convenience to the car buyers.”’—Carl R. Lane, executive vice president, Con- 
it Automotive Trades Association, Inc, 


hectic 


Senator Purreitt. Do you have any questions, Senator Schoeppel ¢ 
Senator Scuorrrer. No, 
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Senator Purreiit. Thank you very much for appearing here. 

I would like to have Mr. R. D. Me ‘Kay, director of the National 
Automobile Dealers Association, of Wichita, Kans., come up. Iam 
sure Senator Schoeppel would like to have Mr. McKay appear before 
he leaves. 

Senator Scuorrre.. That is right. 


STATEMENT OF R. D. McKAY, DIRECTOR, NATIONAL AUTOMOBILE 
DEALERS ASSOCIATION 


Mr. McKay. Lam Robert D. McKay, from Wichita, Kans. I started 
in this business 40 years ago, and have been in the same business in 
Wichita for 35 years past. 

I would like to make one observation, if you please, to the committee. 
You asked about maximum and minimum requirements by the manu- 
facturer, and I think you may be confused in the answer that you got, 

It is probably true that there are not any maximums or nunimums 
required, but there is such a thing as price class that the manufacturer 
expects the dealer to get, under the threat——innuendo, if you please 
maybe not a threat—that possibly a second dealer could be put im the 
community or possibly a replacement might be replacing him if he 
didn’t get his fair share of the market. I think that you men probably 
thoroughly understand that, but I was a little fearful that perhaps 
you didn’t. 

Senator Purret.. Mr. McKay, you have hit on an important thing 
that we hope to explore a little bit later, but it is a good time to do it 
now. What inducement does the dealer get for buying more cars é 

Mr. McKay. He gets to remain in business, if you please. 

Well, I think that is a point, and if I may take the time to say so, 
when ] Was president of NADA back 1hh L951, | rece ved 1h late Novem- 
ber a letter from an authorized dealer, a franchised dealer, in which 
he tore me to pieces and said, “I had to buy $1,500 worth of obsolete 


seat covers in order to get a renewal of my franchise. I also had to 
buy $750 worth of obsolete piston rings that I sold for $225. Who 
is going to give me back my $525?" And he went on for several other 


things, advertising, pencils, and this, that, and the other thing. 

Senator Purrett. He had to buy them from the producer of the car 

Mr. McKay. From the purchaser that he represented. So, I think 
there isa point that probably hasn’t been brought out. 

Senator Purren.. Is that practice still indulged in, sir, where the 
credit for the car sold in his territory goes to this fellow if he does 
certain things? 

Mr. MclKay. Sure. 

[ think there is another point we should mots out, too, in this hear- 
ing here today. Not only has the bootlegger affected us insofar as, 
if you plea se—maybe you can say the cook number of cars he has 
sold in relation to the whole, but insofar as my own county is con- 
cerned, Sedgewick, in the first 6 months of this vear and the first 10 
days in July, 6,000 and a few more cars were registered, of which 
1.962 came either from the bootlegger or from a dealer from outside 
of that particular territory. 

Senator PurtTeLL. Six thousand? 
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Mr. McKay. Sixty-five hundred, and I think maybe forty-four. 
One thousand nine hundred and sixty-two were sold by unauthorized 
dealers or by franchised dealers from without the area, 

So you can see it does seriously affect the retail price of the auto- 
mobile. 

In other words, of course, they pretend to sell the car at the full-list 
price, but it is a matter of overallowance on the trade-in, and I am 
sure you gentlemen realize this, too, that the American public has lost 
literally millions of dollars on their value of the automobiles that they 
now own. Eve ry utomobile in the United States, of which there are 
some 55 million trucks and ears, they are used cars, you know that, 
except for the 600,000 in the dealers’ hands and those that are being 
manufactured every day by the manufacturer, so the value of those 


ears has been dissipated tremendously, and more particularly in the 
last vea r than in the history of the business, and I have — in busi- 
ness for 44 years. So you can see it has seriously affected the public. 

You car ai see that it has affected the State or National Gov- 
ernment in income tax. In other words, if the dealer hasn’t made 


the tax he can’t pay it. If the car is sold for less money, even with 
State sales tax, vou can see the revenue coming into the State is much 
smalle 7. 

I think those things are very in portant. 

Now, insofar as the dealer himself is concerned, he has an invest- 
ment, a tremendous one—that has been brought out—for warranty 
service, and for all the other things that are necessary to keep up the 
value of the used car that you own yourself. So, if the used car dealer 
wants to be a used-car dealer, we have no quarrel with him, but if he 
wants to be a new-car dealer we thoroughly feel that he should be 
required to have the same investment to protect the public that the 
franchised dealers are required to have = the manufacturer 

We want the public + like our car; you know that. That is the 
way we make our living, by having friendly relations with the public, 
but the way it stands now, the dealers are losing so much money—I 
would say over half of the dealers in Kansas today are in the red for 
this year; I am not saying they are broke; I am saying they are in the 
red.’ That means they cannot pay their income tax. Seventy-eight 
dealers have gone out of business in the State this year up to date, and 
we think there are going to be over a hundred before the year ends 
unless this thing changes. 

Senator Purrett. Mr. McKay, what do you think brought on this 
be ot legging? 

Mr. McKay. Well, I think there are a set many things; first, the 
desire of the manufacturers to sell a lot of cars, and then, secondly, the 
desire of the dealer to be a big shot, more or less, with the manufac- 
turer. “Ship me all vou can; I will take them,” and then he disposes 
of them wherever he can, not only at the auction, but I know out in 
my town there are something over 200 used car dealers, with some 
1S franchised dealers in the city. Those fellows don’t have to go to 
auctions, particularly, to buy the new cars that they sell. Even 
though we have a law in Kansas that nobody can title the car except 
an authorized dealer, that do ean make any (difference. The y get a 
new title for title only, put it in their own name or use the dealer from 
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whom they got the car, ane the car is title ds and as long as the customer 
can pull off the paper he feels as though it is pretty much a new car. 

Senator Purrett, Mr. McKay, you have ; ieee testimony here this 
morning to indicate there are no quotas. Do you know whether this 
is true, from your own experience, that a dealer is required to take a 
minimum quota of cars in order to get a franchise ¢ 

Mr. McKay. The manufacturers will be careful never to put any- 
thing in writing, Mr. Chairman. The representative of the manu- 
facturer will put pressure on to do this. It is a free country. It is 
one man’s word against another’s, and so the situation is such that it 
is rather difficult to answer your question, as I see it. 

You are expected t lo a certain amount of bus ness, sure, or else 
thev are going to get a » tone if they can. 

Senator Purre.t.. In other words, a man is encouraged, for fear of 
losing his franchise, he 1s encouraged, is he not, to take on more cars, 
many times, than he feels that the particular situation at that par- 
ticular time in his particular area would permit him to dispose of 
under normal operating conditions ? 

Mr. McKay. I think so. On the other hand, to be perfectly fair 
to the manufacturers there are dealers w ho don’t measure up to their 
responsibility. This isn't a one-sided affair. The dealer has a great 
responsibility in all of his, as well as the manutacturer, as I see it. 
and I think the hese ev is well within his rights if the dealer 
doesn’t give him some sort of eee He is not in the retail 
business. All the manufacturer has is an outlet, and if he doesn’t 
select the right type of dealer, where is he? He just simply doesn’t 
sell cars. 

So the manufacturer has some rights in this thing, as well as the 
dealer, and I wouldn’t want this committee to feel as though we were 
against the manufacturer in any way; we are not; but we have a very 
serious problem on our hands that is going to get worse, and I am 
sure that, as I said, with half of the dealers in Kansas in the red— 
their whole lifetime has been spent, if you please, Senator, in trying to 
get ahead in business. With few exceptions, practically every cent 
of money they have in the world is invested in their business, not in 
some other business. There are a few of the national dealers that 
have outside interests, as well, but the great majority of the dealers 
have their stake, so to speak, right in their own business there, and it 
is a pretty serious thing. 

As a matter of fact, ] want to go on record here and now in saying 
that I am sure there are literally hundreds, perhaps thousands, of 
dealers in the United States that would like to get out of this auto- 
mobile business today, but they can’t. 

Senator Purrenu. Is that due to boot] ooing ? 

Mr. McKay. Yes; yes, principally so, and particularly in the past 
year. 

We also had competition before Harold McGrath, when he was 
Attorney General, issued the policy, you know, that a man could buy 
from any place, at any price, from whomever he wished, and so forth, 
and that apparently was upheld by the present Attorney General. 
Before that, under the contract that we had, we were protected. I was 
paid a small sum when I could prove that a car was bootlegged even 
by a franchised dealer into my territory. It was not a big sum, but I 
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got paid. There was competition, but the high-water level, so to 
speak, has been lowered, you see what | mean, so we don't have a chance 
to break even with the investment that we have. 

Senator Scnorrren.. Mr. Chairman, unfortunately, I have to make a 
long-distance call right away, but I do want to say it has been my 
good fortune to know Mr. McKay for many years. He is one of the 
fine, reputable car dealers in my area in Kansas and, as he testified 
here a while ago, he had the honor of serving the association, and I 
have great contidence and place great reliance upon Mr. McKay’s judg- 
ment asto what is happenimge. 

I have also. since this measure was introduced here and it came 
before our committee, made some exploratory surveys In my own 
State, and over in western Missouri, to find out what the situation 
generally is and what it looks like it is developing into, and I will say 
very frankly, it coincides to a very marked degree with what these 
gentlemen here have been testifying to. 

[ did want you to know that. Now, if you will excuse me for a few 
minutes 

Mr. McKay. I want to thank the committee and the Senators, par- 
ticularly, for hearing me. | appreciate 1t no end, of course, and I do 
hope you will see it our way and help us out. 

Senator Purrety. Thank you for coming here. 

You had a prepared statement, sir? 

Mr. McKay. Yes. 

Senator Purrett. Without objection, it will become a part of the 
record. 

(The prepared statement of R. D. McKay is as follows:) 


STATEMENT OF R. D. McKay, CHRYSLER-PLYMOUTH DEALER, WicnItTa, KANS. 


My name is Robert D. MeKay Iam a citizen of the United States, being a 
native son of Kansas, having been born in Crawford County, Kans. 

I entered the automobile business after college in 1914 at Girard, Kans., and 
had my first contract with the Studebaker Corp. in 1915, being located at Fort 
Scott, Kans. Some time later I established my business in Pittsburg, Kans., con- 
tinuing there until World War I, at which time I sold out and entered military 
service. After seeing overseas duty in France and returning in April 1919, I 
signed a contract for the distribution of Studebaker automobiles in Wichita, 
Sedgwick County, Kans., and & adjoining counties on May 23, 1919, opening my 
place of business on June 6, 1919, 55 years ago last June 6. IT have been an auto- 
mobile dealer continually since then in Wichita, and have had contracts with the 
Studebaker Corp. of America: the Apperson Automobile Co. of Kokomo, Ind.; 
the Willys-Overland Co., Ine., of Toledo, Ohio: and for the past 21 years have been 
a Chrysler-Plymouth dealer in Wichita 

I have been active in dealer associations for many years—local, State, and 
national. I was president of our local dealer association in Wichita in 1922 and 
again in 1940. In 1944, I was president of our Kansas Motor Car Dealers Associ- 
ation: and in 1946, was elected as the National Automobile Dealers Associa- 
tion's director from Kansas, which position I have held continuously since. In 
1950, I served as first vice president of our National Automobile Dealers Asso- 


ciation. and became its president in 1951 I have also served several terms as 
regional vice president of NAIA, and have an intimate knowledge of region 9, 
which comprises the States of Arkansas, Kansas, Missouri, and Oklahoma, I 


served 1 year on the Antomobile Safety Foundation, representing our national 
association, and for some 3 years was a member of the Inter-Industry Hizhway 
Safety Committee composed of representatives of four automobile manufacturers, 
representatives of four tire manufacturers, and four members of NADA. 

\ll this experience has given me the opportunity to become acquainted with 
dealers from all over the country. giving me a full and complete knowledge of the 
aut obile business not only in Wichita and the State of Kansas, but nationwide 
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as well, and affording me the opportunity of seeing the inside workings of the 
dealer group as a whole and the manufacturers also 

Never during my long years in the automobile business have I ever seen con- 
ditions as chaotic for the franchise dealers in the United States, and in the face 
of tremendous prosperity such as we now have. Having gone through the short 
panic of late 1920 and 1921, and the depression of the early 1950's, as well as 
other business crises of our national economy throughout the years, I still say 
never has there been a time when dealers were faced with the very substantial 
prospect of failure as now or in the immediate future And, I would add that 
the present situation can be controlled, if not entirely eliminated, if certain things 
were udmitted by the manufacturers and the dealers, and the remedy applied 
imniediately 

One remedy will be possible, 1 believe, if the bill now under consideration is 
enacted into law This bill will clarify a troublesome legal point by permitting 
the manufacturers to reinstate antibootlegging clauses in their selling agree 
ments, which, if honestly and rigorously enforced, will substantially curtail the 
bootlegging of new cars I would like to point out here that such clauses were 
included in franchises in the past and were enforced to the extent that the 
practice of bootlegging never has constituted the serious problem it is today. 

Bootlegging is a threat to the long-established franchised dealers in my section 
of the country and the dealers in Kansas have urged that this legislation be 
enacted. Their sentiment were formally expressed in a resolution adopted 
June 22, 1954, a copy of which is attached. 

Che extent to which bootlegging is destroying the business of franchised deal- 
ers in my area can best be exemplified by quoting some figures. In Sedgwick 
County, Kans., there have been 6,588 new 1954 automobiles registered from 
January 1 up to July 10, 1954. Of this total of 6,588, only 4,626 were sold by 
franchise dealers of this county The remaining large number of 1,962 was 
delivered into this county by used-car dealers and by franchised dealers in other 
sections outside of the county; and 100 percent of these were sold at cutrate 
prices. And, I want to go on record here and now that hundreds of these cars 
have been sold at a very little profit. In many cases, the gross profit has been 
substantially less than $100 on a car with a list price of from $1,500 up to $5,000 
and over. In other words, our market has been demoralized not only in Sedg- 
wick County, but throughout the entire United States by this unfair competition 
and, as further evidence of the practice, your attention is directed to the case of a 
rental company, doing business in Kansas City, Kans., which in the months 
of February, March, and April of 1954, registered 800 new 1954 Chevrolets and 
kords with the Kansas Vehicle Department. These cars were sold in turn to 
nonfranchised dealers for resale. 

This situation is not confined to Kansas, or to the larger cities \ bootleg 
dealer in a small Kansas town of less than 1,000 people, offered to “furnish 
Buicks, Oldsmobiles, Pontiacs, Lincolns, or Chryslers in 2 hours” (see attached 
advertisement). 

The situation has become terrible in its implications, and it is my opinion that 
at least one-half of the franchise dealers in the State of Kansas are in the red 
insofar as profit for the year of 1954 is concerned. In talking with a prominent 
Chevrolet dealer in this State he made the assertion that this was true, and 
that it held true of many other Chevrolet and Ford dealers, as well as others: 
that it was his considered opinion—as it is mine—that even those who may show 
a little black up to now will have plenty of red figures before the current model 
year is completed. 

The figures I have quoted and the examples mentioned merely illustrate the 
seriousness of the problem in my area. The attachments hereto show clearly 
that bootlegging in the Kansas area for many months has demoralized the new 
car market and even today is on the increase with no immediate relief in sight. 
unless it be the passage of this legislation. Hence, speaking for the franchised 
new-car dealers of Kansas and the Nation, I urge that this committee take 
favorable action on this bill. 


} 
| 





1954 AUTOMOBILES 


1954 Plymouth two-door—Radio and heater. Two-tone blue. 

1954 Mercury hardtop—Radio and heater and overdrive. Two tone 
1954 Chevrolet Bel Air—Two door. Light blue 

1954 Ford Ford-O-Matic—Two door, radio, and heater. Aqua 











January 26 
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Our records show that we mailed to you copies of letters this office mailed to 
Mr. Frederick J. Bell, executive vice president of NADA, Washington, D. C., as 
follows: February 12, March 4, March 12, March 22, and copies of telegram dated 
April 29 

Our bulletin dated March 8 makes reference to letter from Mr. Curtis, president 
of General Motor Corp., and Mr. Henry Ford I], president of Ford Motors Co., 
with reference to letters mailed to General Motors dealers and Ford-Lincoln 
Mercury dealers. We were in hopes that these letters would have the result 
of materially reducing the sale and delivery of new current year model auto 
mobiles manufactured by these two large companies by enfranchised dealers 
to other than retail consumer. However, the past 2 months, the sale of new cur 
rent vear model automobiles by used-car dealers in Kansas has been on the in- 


crease. Weekly uds have been appearing in daily newspapers of Kansas CiLy, 
Mo., Topeko and Wichita, Kans., which confirms that popular makes of General 
Motors and Ford Motors cars are being offered by used-car dealers from $300 
» SSO0 less than factory-suggested retail price 
We enclose tear sheet of the Kansas City Star, Sunday, June 20, 1954 Please 
note page 18 (b), advertisements checked with red pencil. Advertisement by 
Watts Motor Co., used car dealer, offering 1954 1 miile driven, Chevrolets, 
Kore Buicks, Pontines, Oldsmobiles, and Cadillacs Same page, ad by Sid 
Stre used car dealer, never driven, 1954 Mercury, Ford, Chevrolet and Plym 
mith 
tefer to reverse side page 17 (b) ad by Brush Creek Motors, used-car dealer, 
ver driven 1954 mode Chevrolet, Ford, Plymouth, Pontiac, Buick, Mercury, 
ld r} Wish to call your special attention new 1954 Chevrolets, Fords and 
Ply1 iths prices only $1,495. Same page, refer to ad of United Auto Sales, used 
r dalers 1 ates more than SO 1954 models to choose from, 1954 Chevrolets, 
Fords, Plymouths, prices $1,595 Further down in the ad, note also it says, save 
ip to $1,000 on 1954 Pontiacs, Buicks, Oldsmobiles, Mercurys, never driven, 
just delivered by the van loads On same page refe to ad by Wholesale Auto 
Mart, used car dealer, 1954 Ford Chevrolet ”-door, price $1,495 Also note 
( uoted on 1954 Buicks and Mercuries, also Pontiacs and Oldsmobiles. 
It is obvious the 5 Is referred to by 5 used-car dealers demoralizes the mar 
ket for legitimate enfranchised dealers not only in Kansas City, Mo., and Ikan 
sas City, Kans. but demoralizes the market in a large trade area within 100 


miles of nansas City 
We enclose tear sheet from the Topeka Daily Capital, dated Monday, June 28, 


I 





1954, page 15. Please note ad by Jayhawk Motors, used car dealer, listing 1954 
current year model Chevrolets, Buicks, Pontiacs, Ford Wish to call to your 
special attention that after each 1954 car quoted the word “used” is shown, 
The undersigned personally has checked many records of sales of this firm the 





past 5 months and with few exceptions all 1954 models are brand new cars with 


no mileage shown on the speedomectet The reason the word “used” appears in 
the ad is the Topeka Daily Capital paper will not permit this firm to advertise 
new 1954 cars. Please note the ad includes, “save up to $800.” This firm does 
business from a vacant lot with very low overhead expense and have sold hun- 


dreds of new 1954 cars at less than $100 gross profit. 

A check of the records at the State Vehicle Department shows that the Jay- 
hawk Motors receive most of their new cars from enfranchised dealers located in 
the States of Missouri, lowa, and Nebraska, with some cars purchased from en- 
franchised dealers in Kansas. It is obvious that legitimate enfranchised deal- 
ers selling in competition with this firm must reduce their traditional gross 

rofits more than 50 percent. 

You are well informed of the critical situation that exists in the city of 
Wichita, Kans., due to the sale of new 1954 automobiles being sold by various 
used-car dealers located in the city of Wichita. 

The demoralized market in the sale of new 1954 automobiles in Kansas and 
all other States is due to used-car dealers being able to secure new current year 
model cars from enfranchised dealers. 

Feel sure that when Congress is duly informed of the facts that Senate bill No. 
3596 will become a law before the adjournment of the present Congress. 

Your sincerely, 


Roscor HamMpric, Secretary-Manager. 
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Whereas the National Automobile Dealers Association has so ably guarded 
the interest of dealers relative to bootlegging of new current model motor ve- 


Whereas ( irles C. Freed, president of the National Automobile Dealers 
ASS tion, Frederi« J. Bell, executive vice president, and James C. Moore, 
eneral counsel, have aggressively and dynamically provided the leadership by 
contacting Mr. Harlow W. Curtice, president of General Motors Corp., Mr. 
Henry I d Il, president of Ford Motor Co., and “top brass” officials of other 
manufacturers of new cat nd new truck and 


} 


Whereas these National Automobile Dealers Association officials have so ably 





presented fact 1 information to the 1 ted States Justice Department: and 
Wi flicials of the Natior Auton Dealers Association sponsored 
Sx on luced 1 Se Dix now in the subcommittee of 
Inters { Foreign Commerce Committee Now, therefore, be it 
R 7 T) oflicers and directors of the Kansas Motor Car Dealers Associa 
tion while in executive session ssembled in the Hotel Jayhawk, Topeka, Kans., 
this 22d day of June 1954, pledge the continued support of Kansas dealers to 


these progral hich are being so efficiently administered by the officers and 
staff of the National Automobile Dealers Association; be it further 


Res ed, That a copy of this resolution be sent to M Alton M. Costleyv, chair 
man of the national affairs committee M Charles C. Freed, president; Mr 
Frederick J. Bell, executive vice president; Mr. James C. Moore, general counsel 


of the National Automobile Dealers Associatior 


KANSAS Motor CAk DEALERS ASSOCIATION 
Topeka, Kans... June 1, 1954 
To KMCDA Members: 
ROOTLEGGING ¢ NEW 154 MOD CARS 
The fine cooperation of KMCDA membe securing serial and motor numbers 
on new 1954 model cars being in possession or sold by used-car dealers the past 
2 months, has played a major role in curtailing source of supply of new 1954 


model cars 

Letters written by KMCDA members to zone managers of Kansas City, Mo., 
the past 2 mont! ing the above information, and 2 copies of these letters 
mailed to KMCDA, 214 West Sixth Avenue, Topeka, Kans., have been invaluaMle 


in reducing source of supply of new 1954 model cars by used-car dealers, 

Mr. Byron Stout, Jr., president of KMCDA, and Mr. Ralph Perry, chairman of 
KMCDA’s factory-dealer relations committee, Wish to highly commend each line 
make zone manager of Kansas City, Mo., who has takeu action on the letters 
received from KMCDA members, reportir serial and motor numbers of cars 
in possession or sold by used-car dealers 

The teamwork of dealers, giving this important information to zone man- 
agers, and the zone managers ta the necessary step to help reduce source 
of supply of new cars to used-car dealers and to auction sales is starting to 


pay off both to the enfranchised new-car dealers and to the manufacturers 


For example, Auto Dealers Auction, Tn Kansas City, Mo., listed 1954 model 
cars sold May 20-21, 1954: Buick, 2: Chrysler, 1: Mercury, 1; Cadillac, 1 
Ford, 2: Oldsmobile, 2: Chevrolet, 2: Lincoln, 1: Pontiac, 2: total units, 14 

Same auct : for week of March 5, 1954: Buick. 83: Mercury, 9: Chevrolet, 
8; Pontiac, 5; , 22: Plymouth, 4; total units, 51 





During tl is of February, March, and April 1954, KMCDA office reported 
over SOO new 1954 Chevrolets and Fords registered by a used-car dealer of 
Kansas Citv. Kans Durin the month of May 1954. less than 20 units were 


Mr. Frederick J. Bell, ex itive vice president of NADA, has written KMCDA 
office stating that the information KMCDA f ished NADA on bootlegging of 


new 1954 model cars has been invaluable in making contacts with “top brass” 
of the manufacturers and in compilin G2-page brief filed with the United 
States Department of Justice, seeking rulil of the legality of bootleg clause 


in future factory-dealer contracts. 
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KANSAS MoToR CAR DEALERS ASSOCIATION, 
Topeka, Kans., March 4, 1954. 
Re Chevrolet. 
Mr. FREDERICK J. BELI 
Hrecutive Vice President, National Automobile Dealers Assoc tation, 
Washington, D. C. 

Dear Frep: We enclose copy of letter by the Feld Chevrolet Co., Inec., of Kan- 
sas City, Kans., addressed to Mr. R. B. Lyman, Chevrolet Motor Division, Kan- 
sas City, Mo., listing new 1954 Chevrolets purchased by the Acme Drive Your- 
self Co., Kansas City, Kans., which firm has Kansas used-car dealer’s license 
and sells new Chevrolets to used-car dealers and others for resale. Please note 
the following sellers and number of transpiring units by each: 

Jerry McCarthy Chevrolet Co., Detroit, Mich., 24 cars 
Bill Sullivan Chevrolet Co., Kansas City, Mo., 2 cars 
Nelson Chevrolet Co., Chicago 14, IIL, 1 car 

Ruby Chevrolet, Inc., Chicago, IL, 2 cars 

Buchanan Chevrolet Co., Highland Park 3, Mich., 7 cars 

Copy of letter by the Scott Motors, Inc., of Topeka, Kans., addressed to the at- 
tention of Mr. R. B. Lyman, zone manager, Chevrolet Motor Division, Kansas 
City, Mo., shows new Chevrolet offered for sale by the Jayhawk Motor Co., 
used-car dealer of Topeka, Kans., originally sold by Stroval Lumber Co., Green- 
wood, Ark., enfrancished dealer. 

Copy of letter by the Goertz Motor Co., of Hillsboro, Kans., reports a new 
1954 Chevrolet displayed and offered for sale by Bonesteel Motors, Hillsboro, 
Kans., used-car dealer 

Copies of 3 letters by the Lee J. Hobbs Chevrolet Co., of Wichita, Kans., 
addressed to Mr. Harry Heitgrass, zone manager, Chevrolet Motor Division, 
Wichita, Kans., lists 9 new 1954 Chevrolets displayed and offered for sale on 
used-car dealer lots in Wichita, Kans 

Yours truly, 
Roscoe HAampric, Secretary-Manager. 


FELD CHEVROLET, 
Kansas City 1, Kans., February 26, 1954. 
Mr. R. B. LyMan, 
Chevrolet Motor Division, 
Kansas City, Mo. 


Deak Mr. LYMAN: Enclosed you will find a compiled list which we have been 
able to acquire through an authentic source substantiated by information we 
now have in our office. We feel that you are as interested in this type of new- 
car selling as we are and for that reason we hope you will take all available 
steps in your power to eliminate this practice. 

Thank you in advance for your cooperation in this matter, I remain 

Very truly yours, 
FELD CHEVROLET Co., INC., 
LESTER GOODMAN. 
MEMORANDUM, FEBRUARY 22, 1954: New 1954 AUTOMOBILES SOLD ork OrreRED For 


SALE BY USED-CAR DEALERS AND OTHER THAN AUTHORIZED FRANCHISE DEALERS 


CHEVROLET 


Jerry MeCarthy Chevrolet Co., 6250 Woodward Avenue, Detroit, Mich., sold 
to Acme Drive Yourself Co., 1214 Southwest Boulevard, Kansas City, Kans., 
which firm has Kansas used-car dealer's license, following 1954 model cars: 


New 1954 Chevrolet 2-door, engine No. OOS5S2S9F54Z, serial No. B54F 005588 
New 1954 Chevrolet 4-door, engine No. O153832F54Z, serial No. C54F011898 
New 1954 Chevrolet 2-door, engine No. 0090827F54Z, serial No. B54 F004963 
New 1954 Chevrolet 4-door, engine No. 2177838F54Z, serial No. C54F618856 
New 1954 Chevrolet, engine No. 0154139F54Z, serial No. C54F011749 

New 1954 Chevrolet 4-door, engine No. 0218418F54Z, serial No. C54 F018694 
New 1954 Chevrolet 2-door, engine No. OOO279S8EF5H4Z, serial No. (54016327 
New 1954 Chevrolet, engine No. 015035SF54Z, serial No. C54F011396 

New 1954 Chevrolet 2-door, engine No. 0O90827F54Z, serial No. B54F005963 
New 1954 Chevrolet 2-door, engine No. 0139964F54Z, serial No. B54F010516 
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954 Chevrolet 2-door, engine No, 0152106F54Z, serial No. B54F012830 
New 1954 Chevrolet 4-door, engine No. O161635F54Z, serial No. Bd4 F0O1Z698 
New 1954 Chevrolet, engine No. 01702SOT54Z, serial No. C54F 013478 

New 1954 Chevrolet 4-door, engine No. O1LO0GUSSE54Z, serial No. B54F006894 
New 1054 Che et door, engine No. O139093F54Z, serial No. B54F0099037 
New 1954 Chevrolet 2-door, engine No, O150370F54Z, serial No. B54K011397 
New 1954 Chevrolet 4-door. engine No. 0152005F54Z. serial No. BD4F012436 
New 1954 Chevrolet 4-door, engine No. 0154133F54Z. serial No. B54F011738 
New 1054 Chevi et 2-door. engine No. O1L53804F54Z, serial No. B54 F011896 
New 1954 Chevrolet 4-door, engine No. 0061564F54Z, serial No. C5h4F003127 
New 1954 Chevrolet 4-door, engine No. 0165698 F54Z, serial No. B54F012812 
Ni 1954 Chey t 4-door, engine No. O148553F54Z. serial No. B54F010807 
Ne 1954 Chevrolet 4-door, engine No. 0150952F54Z, serial No. B54F011712 
New 4 Chevrolet 2-door. engine No. 0066167F54Z. serial No. B54F0038896 
Ne 1954 Chevrolet 4-door, engine No. O1S82945F54Z, serial No. B54F015068 








I s van Chevrolet Co.. 1601 MeGee, Kansas City, Mo., sold to Acme 
Drive Yourself Co., 1214 Southwest Boulevard, Kans City, Kans., which firm 
has Kansas used-car dealer’s license, following 1954 model ca 


New 1954 Chevrolet Bel-Air sport coupe, engine No. 0060192F54Y, serial No. 
CH4AKOOATAO 

New 1954 Chevrolet cab and chassis, engine No. 0142401F54XB, serial No. 
LO4AKOOS8250 
Total. 2? ears 


Nelson Chevrolet Co., 1002 Diversey Parkway, Chicago 14, Ill, sold to Acme 
Drive Yourself Co., 1214 Southwest Boulevard, Kansas City, Kans., which firm 
has Kansas used-car dealer's license, following 1954 model car: 

New 1954 Chevrolet, engine No. 0262515F54Y, serial No. C54 F 024300. 

Ruby Chevrolet, Inc., Chicago, Ill.. sold to Aeme Drive Yourself Co., 1214 South 

west Boulevard, Kansas City, Kans., which firm has Kansas used-car dealer’s 


license, following 1954 model cars: 












rine No. 0252522F54Y, serial No. C54F02336-4 
391 FD4Y, serial No, C54J02T802 


New 1954 Chevrolet 4-door sedan, e1 
New 1954 Chevrolet, engine No. 02: 
Potal, 2 cars. 
Buchanan Chevrolet Co., 12897 Woodward Avenue, Highland Park 3, Mich., 
sold to Acme Drive Yourself Co., 1214 Southwest Boulevard, Kansas City, Kans., 
which firm has Kansas used-car dealer’s license, following 1954 model cars: 





New 1954 Chevrolet, engine No. 0277204F54Z, serial No. C54F026649 

New 1954 Chevrolet, engine No. 0257176F54Z, serial B54F021471 

New 1954 Chevrolet 4-door, engine No. 0069851F54Z, serial No. C54F013038 
New 1954 Chevrolet 4-door, engine No. 123996F54Z, serial No. B54F0089380 
New 1954 Chevrolet 4-door, engine No. 02442831F54Z, serial No. C54F021989 
New 1954 Chevrolet 4-door, engine No. 0247286F54Z, serial No. B54F021548 


Total, 7 cars 





WicHITA AUTOMOBILE DEALERS ASSOCIATION, 
Wichita, Kans., November 19, 1953. 
Mr. FrepericK J. Bet, 
National Automobile Dealers Association, 
5! ashington, dD C. 

Dear Str: In compliance with your request of October 28, 1953, regarding the 
appearance of “bootlegged” new cars on used car dealers’ lots, submitted here- 
with is a recapitulation of current model automobiles, by make, with pertinent 
data that have been mortgaged and/or registered for title by used car dealers 
in Wichita, Kans., since September 1, 1953 

\ total of 149 current model automobiles with appropriate motor numbers 
were determined by reviewing the chattel mortgages registered in the Sedgwich 
County Register of Deeds Office, subsequent to September 1, 1953, and the 
Sedgwich County new car registration list as published each week by the Wichita 
Automobile Dealers Association. 

In addition one of our dealer members requested that we forward the enclosed 
used car ad which appeared in a Wichita newspaper on Noyember 13, 1952. 
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The advertisement calls attention to the purchase of 50 new Chevrolets in Mich 


igan and offering 
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Very truly yours, 
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Mr. R. B. LyMan, 

Zone Manager, Chevrolet Motor Division, 

Kansas City, Mo. 

DEAR Dick : We would like to pass on to you some information furnished us by 
Mr. Roscoe Hambric, manager of the Kansas Motor Car Dealers Association, re- 
garding Chevrolets sold to the Acme Drive Yourself Co., 1214 Southwest Boule- 
vard, Kansas City, Kans. by various Chevrolet dealers. 

For your information the Acme Drive Yourself Co., does not have an actual 
place of business at the above address but does have a Kansas automobile dealer 
license issued to them at that address. They used this license to secure Kansas 
titles on the Chevrolets they have been purchasing from Chevrolet dealers, Also, 
using their Kansas dealer license they are able to obtain titles and tags from 
the State of Kansas without the payment of any sales tax. That was their reason 
for using the Kansas address instead of their correct Missouri address which is 
1009 Troost, Kansas City, Mo. 

As you of course know this company is still on the national fleet list. It is 
imperative that their fleet agreement be canceled immediately and all dealers 
notified of the cancellation. Until this is accomplished the Acme Co. will still be 
in the position of going to any Chevrolet dealer and buying cars from them as 
a legitimate fleet buyer and then offering these cars for resale to nonfranchised 
dealers 


Enclosed you will find the list of cars we have received to this date from Mr. 
Hambric This information was obtained from the files of the motor vehicle 
registration office in Topeka. Additional information will be forwarded to you 
just as soon as it is received 

Sincerely, 


CLASEN-MorRSE CHEVROLET, INC. 
JACK Morsi 


The following is information compiled from applications for titles made on 
February 2-38, 1954 by the Acme Drive Yourself Co.: 1954 Chev. Bel Air Sport 
Coupe, A2021996, WY-6523, engine No. O0G9T35F54Y, serial No. C54F003584. 

This unit was purchased on bill of sale from: Jerry McCarthy Chevrolet Co., 
6250 Woodward Ave., Detroit, Mich. Dated January 29, 1954. $1,537.98, cost of 
car; $193.30, D. & H.; $11.05, Freight ; $150.93, accessories; $3.50, gas and oil; 
$14.00 labor ; $1,910.76, delivered price. 

1954 Chevrolet sedan, A2022013, WY-20573, engine No. 0217976F54Z, serial No. 
C54F018515. This unit purchased on an assigned Michigan title in name of 
Jerry McCarthy Chevrolet Co., Detroit, Mich., January 29, 1954 

1954 Chevrolet Club Coupe, A2022005, WY-20572, engine No. 0222038F54Z, 
serial No. C54F019014. Same as above 

1954 Chevrolet sedan, A2021990, WY-20571, engine No. 0200901F54Z, serial 
No. C54F016087. Same as above. 

1954 Chevrolet 2-door, A2022006, WY-20569, engine No. 0222032F54Z, serial 
No. C54F018907. Same as above. 

1954 Chevrolet sedan, A2022000, WY-21140, engine No. 0218606F54Z, serial No. 
C54F018409. Same as above. 

1954 Chevrolet sedan, A2021993, WY-20567, engine No. 0217748F54Z, serial 
No. C54F018648. Same as above. 

1954 Chrevolet 2-door A2022001, WY—-6524, engine No. 0022469F54Z, serial No. 
B54F017070. Same as above. 

1954 Chevrolet 2-door, A2022011, WY—6526, engine No. 0222010F54Z, serial No. 
C54F018865. Same as foregoing. 

1954 Chevrolet 2-door, A2022014, WY—6528, engine No. 0222074F54Z, serial No. 
Cd4F 018906. Same as above. 

1954 Chevrolet 2-door, A2022007, WY-—6521, engine No. 0217804F54Z, serial No. 
CH4FOLS622. Same as above. 

1954 Chevrolet 2-door, A2022012, WY-6520, engine No. 0154139F54Z, serial 
No. C54 011749. Same as above. 

1954 Chevrolet 2-door Bel Air, A2021997, WY-4050, engine No. 0238726F54Z, 
serial No. C54F20143. This unit purchased on bill of sale from Jerry McCarthy 
Motor Co., Detroit, Mich., $1,562.74, cost of car; $162.95, delivery and handling; 
$11.05, freight; $18.93, accessories; $3.50, gas; $14, labor—$1,573.17, total de- 
livery price. 

1954 Chevrolet sedan, A2022010, WY—4050, engine No. 0211264F54Z, serial No. 
CO4FO17S' 8. This unit purchased on an assigned Michigan title in name of Jerry 
McCarthy Motor Co. , 





| 
| 
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1954 Chevrolet sedan, A2022015, WY-4046, engine No. O0218413F54Z. serial 
No. Co4FO1IS694. Same as above 

1954 Chevrolet sedan, A2022004, WY-4051, engine No. 0150358F54Z, serial No. 
C54F011896. Same as above. 

1954 Chevrolet 2-door, A2021999, WY-6325, engine No. 0149208F542Z, serial No. 
C54F 011617. Same as foregoing. 

1954 Chevrolet 2-door, 42022002, WY-4047, engine No. 0218015F54Z, serial No 
B54F 018464. Same as foregoing 

Io4 Chevrolet sedan, AZ0O2ZZ008, WY-4045, engine No. O10Z00SF54Z. serial No. 
Cd54F015215. Same as above. 

1954 Chevrolet 2-door, 42022009, WY-—4057, engine No, 0221912F54Z, serial No. 
C54F019043. Same as above. 


1954 Chevrolet sedan, A2021998, WY—4058, engine No, 0217783F54Z, serial No 
CO4FOLSS8S5S6. Same as above. 

1954 Chevrolet 2-door, A2022008, WY—4052, engine No. Q00027T9SF54Z, serial No 
C54F016327. Same as above 


1954 Chevrolet 2-door, A2021992, WY-4049, engine No. 0139989FT4Z, serial No 
B54F10486. Same as above. 

1954 Chevrolet sedan, A2021991, WY—4053, engine No. 0221911F54Z, serial No 
B54 FU1S967 Sume as above. 

Information gathered concerning the Acme Drive Yourself Co., Kansas City, 
Kans., February 4, 1954. The following are titles secured by the above firm on 
bills of sale: 

1954 Chevrolet 2-door; Kansas title, 420103811; WY-4049, 1954 tag; engine No. 
0076131 F54Z, serial No. B541KK-004975. This unit was secured from Bill Sullivan 
Chevrolet Co., Kansas City, Mo., on bill of sale dated December 31, 1953 

1954 Chevrolet sport coupe, 42010309, WY—4048, engine No. OO68276F54Z, serial 
No. C54K—005060. Same as above. 

1954 Chevrolet 4-door, A20103815, WY—4055, engine No. 0112141F54Z, serial No. 
B53K—008411. This unit was secured from Bill Allen, Jr., North Kansas City, on 
bill of sale 

1954 Chevrolet 2-door Bel-Air, A2010314, engine No. 0099472F54Z, serial No. 
C54K-—O078G68. Same as above. 

1954 Chevrolet 4-door Bel-Air, 42010313, WY-4053, engine No. 0127225F54Y, 
serial No. C54K—009287. Same as above. 

1954 Chevrolet 2-door Bel-Air, A2010312, WY-4047, engine No. 0079768FH4Y, 
serial No. C54K-—004841. Same as above. 

1954 Chevrolet 2-door, A2010810, WY—-4046, engine No. 012161F54Z, serial No. 
354K—-008405. Same as above. 

1954 Chevrolet Belair, A2010808, WY-—4050, engine No. 0096193F54Z, serial 
No. C54K—006804. Same as above. 

1954 Chevrolet 2-door Belair, A2010306, WY-4051, engine No. O006087F54Z, 
serial No. CO8K-003581. Same as above. 

1954 Chevrolet, 4-door, A2010305, WY-4052, engine No. 082334F54Z, serial 
No. C54 K—006899. Same as above. 

1954 Chevrolet 4-door, A2010303, WY-4056, engine No. 011794F54Z, serial 
No. B54K—008479. Same as above. 

Michigan title 4051, Emmert Chevrolet Co., 20000 Grand River, Detroit 19, 
Mich., January 11, 1954. 

Chevrolet, engine No. 1024013F54Z, serial No. B54F008968, 1954 body 8S. D. 
First transfer to (January 19, 1954) P. L. Grissom & Son, Inc., 6049 West Fort 
Street, Detroit 9, Mich. Second transfer to (January 23, 1954) Acme Drive 
Yourself, 1214 Southwest Boulevard, Kansas City, Kans. Kansas title, A2020530; 
Kansas license, WY 4051 (January 29, 1954). 

Nine cars from P. L. Grissom & Son, Inc., 6049 West Fort Street, Detroit 9: 

1954 Chevrolet sedan, engine No. 0103635F54Z, serial No. B54F006922: Kansas 
title, A2020539; Kansas license, WY—-4054; Michigan title No. 5954695 (resale, no 
tax). 

1954, Chevrolet sedan, engine No. 00630915F54Z. serial No. C54F006541. 
A2020533, WY—-4045, Michigan title No. 5954735 (resale). From Grissom & Son. 

1954 Chevrolet 2-door, engine No. OOS2837F54Z, serial No. C54F006178, 
A2020536, WY—4050, Michigan title No. 5954721 (resale). Same as above. 

1954 Chevrolet sedan, A2020531, WY-4052, engine No. 0054997F54Z. serial No. 
C54 F005824, Michigan title No. 5954763. Same as above 

1954 Chevrolet sedan, A2020538, WY-4055, engine No. 0069523F54Z. serial No. 
34003659, Michigan title No. 5954698. Same as above. 
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JANUARY 29, 1954 
Mr. JoHN NOLL, 
Regional Manager, Dodge Bros, Corp., 
Kansas City, Mo. 
Deak JOHN: Enclosing list of new 1954 Dodge and Plymouth automobiles 
that have been recorded by local used-car dealers 
Eagle Motor Co 
Plymouth Suburban, motor No, P25—-9080 
Plymouth Suburban, motor No, P 39220 
Dodge 4-door, motor No, D502-87906 
Plymouth 4-door, motor No, P25-171300 
Plymouth 4-door, motor No, P25—-35241 
Plymouth 4-door, motor No, P25-S8945 
Dodge 2-door, motor No, D51-14750 
Plymouth 2-door, motor No. P25—23860 
Plymouth j-door, motor No. P25-—7OO080 
Plymouth Belvedere, motor No, P25-1275 
Plymouth Belvedere, motor No. P25—61399 





NEBRASKA 


“We are very concerned in our area with the new problem known as boot- 
legging. Most new-car dealers are having serious trouble trying to maintain 
factory required standards of merchandising and servicing in face of finding 
new cars being dumped in their trade territory at greatly cut prices by others 
than authorized local new-car dealers. This looks like total collapse for the 
retail auto industry as it has been known from the beginning.”—Floyd Randolph, 
NADA director from Nebraska. 


MINNESOTA 


“The Minnesota Automobile Dealers Association representing 1,130 new-car 
franchised dealers urgently requests all possible help to stop bootlegging. 
Twenty-nine dealers out of 55 memberships canceled in the last 90 days, went 
out of business in Minnesota because of chaotic and unfair market conditions 
caused by bootlegging. Independent and Chrysler Corp. dealers privately paint 
dismal picture of first 8 months 1954 as being alarmingly in red with no genuine 
hope for change until bootlegging is stopped. 

“We estimate 20 percent of new car sales are being made by bootleggers in 
Minnesota. 

“Franchises are available in all makes except one single prestige line. There 

snow no Dodge dealer in downtown Minneapolis or St. Paul. These conditions 
are caused directly or indirectly by bootlegging and overproduction. 

“Within last 10 days, 24 franchised dealers, practically all small-business men 
in small towns in Minnesota, said that if business does not improve during next 
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60 days, traditionally the dealers best selling 
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EKarnestly believe elimination of bootlegging and overproduction is economic 


season, the ¥ WILL he forced to fold. 


life and death matter to Minnesota franchised automobile retailers.’—Leo B. 
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“Legitimate dealers in Iowa cannot survive an influx of bootleg cars due to 
tremendous overhead expenses that they have incurred in an effort to satisfy 
the public demands for adequate service during the past years. We fervently 
hope that your efforts will be successful.”—Alfred W. Kahl, executive vice presi- 
dent, lowa Automobile Dealers Association. 


SOUTH DAKOTA 


“Unless manufacturers take positive action to curb bootlegging legitimate 
retailing will be profitless especially in bootlegging territory. Urge that you 
pull no punches in requesting action.”—J. J. Verachoor, South Dakota NADA 
director 

Senator Purrett. This hearing will stand in recess until 2 o’clock. 

(Whereupon, at 12:55 p. m., a recess was taken to 2 0 clock the same 
day. ) 


AFTERNOON SESSION 


(The hearing reconvened at 2 p. m., Senator Purtell (chairman of 
the subcommittee) presiding.) 

Senator Purrei.. The hearing will be in order. 

Without objection, there will be included at his point in the record 
a telegram from the Honorable Robert B. Crosby, Governor of 
Nebraska, sent to Senator Eva Bowring, who is a member of the full 
committee, in which Governor Crosby suggests prompt and favorable 
action upon S. 3956. 

(The telegram referred to is as follows:) 

LINCOLN, NEsR., July 20, 1954. 
The Honorable Eva BowRINa, 
Senate Office Building, Washington, D. C.: 

Franchised motor vehicle dealers of Nebraska communities suffer growing 
economic losses because defined trade areas for dealerships are not provided by 
factories because of present interpretation of antitrust laws. S. 3596 will be 
heard by you as member of Interstate and Foreign Commerce Committee. The 
National Automobile Dealers Association has proposed an amendment to anti- 
trust laws which would permit the inclusion of a penalty in factory dealer fran- 
chise contract which would include cancellation of contract if dealer sells to 
other than retail consumer. The NADA-sponsored amendment would not pro- 
hibit courtesy exchanges between two franchised dealers. It would seem desir- 
able that this bill be immediately reported out of committee and passed by this 
session of Congress. Dealers in Nebraska hope you will take a strong personal 
interest and favorable action on S. 3596. Many of our Nebraska communities 
are dependent upon the economic progress of the franchised dealers who pay 
taxes, employ people, and accent leadership for progress of their communities 
and State 

Rosert B. Crossy, 
Governor of Nebraska. 

Senator Purreti. Our next witness is Birkett L. Williams, repre- 
sentative of the National Association of Automobile Dealers, of Cleve- 
land, Ohio. 

He is not here apparently. 

Mr. Joseph J. Marsh of Denver, Colo. 

Is Mr. Marsh here ? 

Is Mr. H. Mead Norton, of Oklahoma City, Okla., here? 

Is Mr. Lanphear, of Providence, R. I., here ? 

Is Mr. Spencer T. Honig of Los Angeles here ? 

All right: wew ill W ait a couple of minutes. 

Mr. Birkett L. Williams, of Cleveland, Ohio. 

Mr. Kirks. He is ready. 








AMEND FEDERAL TRADE COMMISSION ACT 99 


We apologize, Senator. 
Senator Purrett. That is quite all right. I am a little early my- 
self. 


STATEMENT OF BIRKETT L. WILLIAMS, DIRECTOR, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION, AND FORD DEALER, CLEVE- 
LAND, OHIO, ACCOMPANIED BY ROWLAND F. KIRKS, COUNSEL, 
NATIONAL AUTOMOBILE DEALERS ASSOCIATION 


Mr. Wittrams. Mr. Chairman, you and your committee and your 
counsel have shown such a thorough understanding of this case that I 
think any further remarks from me on the subject. would be superflu- 
ous and, with your permission, I would like to file my statement with 
you and, if you wish, I will be very glad to answer any questions you 
might have. 

Senator Purrety. We will be very happy to have your full state- 
ment, your prepared statement, become a part of the record. 

(The statement submitted is as follows :) 

Mr. Wicurams. My name is Birkett L. Williams and I have been in 
the retail automobile business in Cleveland, Ohio, for over 39 years. 

The sale of new cars by unfranchised dealers in points distant from 
Detroit is a potent and growing menace to historical channels of auto- 
mobile distribution. 

Continuation of present trends means economic ruin to many thou- 
sands of long established dealers. 

It is the most critical matter confronting our industry and demands 
immediate and positive action of both dealers and factories. Neither 
can stop it singlehanded. 

In Ohio bootlegging has not been as significant as in some other 
areas. ‘Two factors cause this. First, our proximity to Detroit and 
secondly, a State law which makes it difficult for a used-car dealer to 
secure and pass to a customer a new car title. In other words, the 
game is not worth the candle. 

sut Ohio dealers are a factor in the general situation by furnishing 
cars to unfranchised dealers. Some of this is undoubtedly done di- 
rect, and some by selling through such blinds as car rental and leasing 
agencies. 

Sales to used-car dealers through rental or leasing agencies adds 
two additional features to the already vicious competition created by 
bootlegging. The discount given these companies because of large 
volume purchases makes it even more impossible for the fr anchise 
dealer to compete with an already cut-rate price. In addition to this 
added price advantage gained by quantity purchases is the greater 
number of such low-priced cars thrown into a particular area, 

The margin collected by the franchised dealer who sells to a rental 
or leasing company above the cost to himself, varies from $75 to $25. 
Such an offender depends upon the small sales expense and the volume 
of business for his profits. To date no way has been found to prevent 
such a practice, other than by this legislation. 

The condition prevailing in Ohio is not dissimilar from that found 
in the neighboring States as is shown by the attached exhibits. 

It is urgently requested that this bill be enacted into law so as to 
save this essential and indispensable part of the automotive industry. 
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I;XHIBITS 
OHIO 


Bootlegging be ining more prevalent daily in our area. It destroys the 
morale of our better dealers as well as their profits My opinion is that present 
syste of automobile retailing w be seriously threatened unless bootlegging 
is stopped. I strongly urge positive action at once to halt this vicious practice.” 
Ray BRANDENBURG 

“We represent 55 new-car dealers in Summit County, Ohio. The positions 
of new-car dealers continue to grow worse as a direct result of continued boot 
legging by used-car dealers; bootlegging is currently accounting for approxi 
mately 4 percent of total number of new-car sales. At least six dealers have 
discontinued business and more plan to do so because it is impossible to carry 





a large inventory and selection of new automobiles and compete with a merchant 
with no overhead and questionable methods. Bootlegging has entirely broken 
down the value of advertising as well as other standard methods of servicing 
the publi The general public is being completely deceived. It is imperative 
that this illicit practice in the retail automobile business he stopped immediately, 
if a complete collapse of reputable automobile business is to be prevented. We 
urge your entire attention on this matter.”—E. JonNn LEMUMAN, Akron Automobile 
Dealers Association. 








CINCINNATI AUTOMOBILE DEALERS ASSOCIATION, INC., 
Cincinnati 2, Ohio, April 15, 1954 
Mr. FRepERIcCK J. BELL, 
Executive Vice President, National Automobile Dealers Association, 
Washington 6, D. C 

Dear Freep: Herewith you will find a copy of a study made by our association 
of all registrations in Hamilton County—metropolitan Cincinnati—for the first 
3 months of this year in the names of leasing and/or rental agencies, classified 
as follows 

1. Total units registered individually by leasing and/or rental companies; 
1,550 passenger cars and 33 trucks, or a total of 1,583 units in 3 months. 

2. Total units by makes of cars and trucks, 1,585 

3. Detailed report of sales by makes, dealers, and purchasers. From this re- 
port it can be readily determined just how many units were delivered by any 
particular dealer, and to whom 

In addition to the above 3-month report, we are also including a report for 
1953 on the activities of 5 leading leasing and/or rental agencies, showing the 
number of cars registered by each, as well as the names of the dealers from 
whom they were acquired 

We believe you will find these reports most interesting, and we hope not too 
late to be helpful in some instances. We were unofficially informed yesterday 
that the fleet agreements of several large leasing companies have been revoked 





by General Motors and we certainly hope this report is true 

Incidentally, the reports enclosed have not been released to our general mem 
bership the details have been disclosed only to our executive committee 
and our OADA trustees. A copy is being sent to Mr. Walt Hamer, executive 


secretary of OADA 


We are also submitting another report on registrations in our county by 
out-of n dealers, which emphasizes the merits of territorial protection. The 
writer kn s that there are some metropolitan dealers who say they do not 
v ( tori on, but by far and large we believe that the majority 
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quitting already. In this county 4 dealers have completely dropped their fran- 
chises and the next 30 days will possibly close the doors of 2 more.’ Lafayette, 
Ind. : ‘25 percent new cars this area sold by unauthori ed dealers. Five out of 
fourteen dealers here operated in red due directly and indirectly to bootlegging. 
Fifty percent dealers report they are uninterested in staying in business if 
bootlegging continues.’ ”"—Auto Dealers Association of Indiana, Inec., Herman 
Schaefer. 

“South Bend advised us ‘5 percent of new cars sales are by unauthorized 
dealers. Fourteen of seventeen new car dealers are in red last 4 months 
Dealers feel there is no future in business if bootlegging continues. Over 50 
percent of hew car agencies are for sale.’ ’’—Herman Schaefer, ADA of Indiana, 
Ine. 

“Re telegram: Conditions vary vastly in different communities in State but 
all dealers demoralized and profits seriously affected by bootlegging. Quote 
verbatum telegrams from: New Albany, Ind.: ‘Re telegram date 10 percent sales 
by unauthorized dealers, 2 dealer failures. Sixty percent dealers in red last 4 
months. Much of this can be contributed to advertising of used car dealers 
who are advertising new cars. Dealers are generally of the opinion if they 
cannot make money they will get out of the business.’ Terre Haute, Ind.: 
‘Twenty percent of new cars being sold by unauthorized dealers. Seventy 
percent of dealers in red for first 4 months of this year. They will get out if 
it doesn’t improve.’ Summation of Indianapolis dealers opinion gained from 
personal contacts is that 60 percent of dealers lost money in first 4 months. 
Kigchty percent of total new car sales are made by unauthorized dealers and in 
case of Ford 16 percent are sold by unauthorized dealers. Many dealers will 
not continue in business if this vicious practice is allowed to continue. Ap- 
proximately 150 dealers have reorganized their corporate structures such as 
taking in partners, recapitalizing or borrowing heavily to bolster their finances 
and a like number have gone out of business entirely. Our opinion is that if 
present bootlegging conditions continue 300 or more additional will fold by end 
of year. Our roster now totals slightly over 1,000 members. More information 
follows :’—Auto Dealers Association of Indiana, Inc., Herman Schaefer. 





WEST VIRGINIA 


“The cancerous growth of bootlegging in the retail automobile business as we 
have today is one of our greatest threats to a sound national economy. Since 
it deals with one of our greatest industries. Our story certainly should be heard 
willingly by those who can correct this condition.’”—Walter M. Duncan, Duncan 
Catron Motor Co., Beckley, W. Va. 

“Our association represents approximately 870 dealers. Information not 
available on percentage of new cars sold by new-car dealers. There is quite a bit 
of unrest and criticism among our dealers with reference to bootlegging of auto- 
mobiles. It is our opinion that if bootlegging continues it will not only work a 
hardship on our larger dealers who are at the present in a good financial condi- 
tion but will force many small dealers out of business.’—Auto Dealers Associa- 
tion of West Virginia. 


MICHTIGAN 


“The Michigan Automobile Dealers Association represents 1,600 dealers—300 
of these members are also members of the Detroit Automobile Dealers Associa- 
tion. We can advise you that there are approximately 98 less A licenses issued 
by the secretary of the State this year than there were a year ago as of this 
date. It would be very hard to give you the percentage or approximate num- 
ber of new cars sales made by used-car dealers in Michigan. But we have 
a great many complaints and these complaints range from 1 new car up to as 
high as 15 new cars showing up on used-car lots. We are happy to advise that 
we have received a great deal of help from our State revenue department and 
our secretary of state in trying to clear up bootlegging in Michigan. Current 
dealer attitude in Michigan is overall very gloomy. Many dealers at our local 
meeting advise me that they are either running very close to breaking even 
or running in the red. And the overall picture as far as Michigan dealers are 
concerned is that they are very unhappy with the automobile picture at the 
present time Best of luck and if we can be of further assistance let us 
know.”’—Michigan Auto Dealers Association, Gilbert L. Haley, executive vice 
president 
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WISCONSIN 


“The 2,000 members of Wisconsin Automotive Trades Association are vitally 
concerned that remedial action or legislation be secured to stop the economically 
unsound and business disturbing practice of bootlegging of automobiles. Inas- 
much as registration of motor vehicles in the name of individuals, firms, and 
leasing companies prior to transfer to bootleggers makes it possible to evade 
Wisconsin’s laws to prevent bootlegging, the determination of actual bootlegged 
sales is practically impossible. However, the effects of such sales has resulted in 
demoralizing marketing conditions in many communities and operation in the 
red in the past few months by dealerships who have capable management and 
who have tremendous investments in buildings, facilities, and personnel. While 
granting that the automobile retailing business is completing its adjustment to 
a normal buyers’ market, the continuation of the bootlegging evil will definitely 
determine the decision of many dealers to discontinue staying in business.”— 
Louis Milan, Wisconsin Automotive Trades Association. 


ILLINOIS 


“Tilinois dealer legitimate retail business operations continue to be harassed 
by nonfranchised dealers selling new cars at tremendous discounts, upsetting 
established price structure and fair market trading. Such sales practices con- 
tribute immensely to some 125 new-car dealers quitting business in this State 
in 1953. Strongly urge Attorney General to curb this practice nationally to 
protect the business and operations of legitimate auto dealers throughout the 
Nation.”—Les Sander, executive manager, Illinois Auto Trade Association. 

“If bootlegging of new cars continues, it will force many franchised new-car 
dealers out of business and cause a change in the distribution of automobiles. 
Such a change would be catastrophic and lead to economic chaos. Most urgent 
that positive action be taken against this cancerous problem of bootlegging.” — 
Frank H. Yarnell Chevrolet, Inc. 

“Reference your telegram April 30. Delay in answering—have been out 
of city. Bootlegging quite serious in some sections Illinois, A number of dealers 
have failed. Others have resigned their contracts and a nuinber contemplating 
resigning, one of the main reasons for this—bootlegging.”—H. B. Craycroft. 

Senator Purrey.. I really had exhausted the number of questions 
I had on the witnesses who appeared earlier. 

If you have nothing else to add to your prepared statement, ll 
thank you for coming here. 

I can’t think of any questions to ask you. 

Mr. Wititams. Thank you, sir. 

Senator Purvety. I want to thank you, however, for coming over 
here and being available for questions, and also for your prepared 
statement. 

Mr. Witiiams. Thank you, sir. 

I would like to say to you we would appreciate any help you can 
ig this legislation because it is the only answer we 


vive us li passing 
have to a serious problem. 

Senator Purrety. Thank you. 

Mr. Joseph R. Marsh, member of the National Association of Auto- 
Tit bile Dealers, of Denver. 

Mr. Kinks. May Mr. Norton be the next witness, sir? 

Senator Purrein. Yes; surely. 

Mr. Kirks. Thank you. 

Senator Purrer.. Mr. H. Mead Norton of Oklahoma City, Okla., 
Who is also regional vice president of the National Automobile Dealers 
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STATEMENT OF H. MEAD NORTON, REGIONAL VICE PRESIDENT, 
NATIONAL AUTOMOBILE DEALERS ASSOCIATION, AND BUICK 
DEALER, OKLAHOMA CITY, OKLA., ACCOMPANIED BY ROWLAND 
F. KIRKS, COUNSEL, NATIONAL AUTOMOBILE DEALERS ASSOCIA- 
TION 


Mr. Norton. Thank you. 

Like my immediate predecessor here, Mr. Williams, I have a pre- 
pared statement, and I think the questions and answers have been 
pretty well covered. Unless you have some questions 1 would like 
to file my statement. 

Senator Purrett. I have no questions, and your statement will be- 
come a part of the record. 

(‘The statement submitted by Mr. Norton is as follows :) 

I have been in the retail automobile business for 35 years 

The ever-increasing sales of new automobiles through unauthorized channels 
at prices slightly in excess of dealers’ cost has made it virtually impossible for 
the franchised automobile dealer to stay in business. 

It is incumbent upon an enfranchised dealer to make the necessary invest- 
ment in physical property, specialized tools and equipment, and an adequate stock 
of genuine parts and accessories to service the make of car he sells so that the 
cear-buying public may obtain the service which it expects and to which it is 
entitled, after a car has been purchased. 

I should like to point out to you that the physical properties of franchised 
dealers are in a main one-purpose building and many of them have been designed 
and built to service the particular make of car sold by the dealer. Dealers must 
maintain an adequate stock of parts and accessories to service not only current 
model automobiles but also an adequate stock of parts that will service all year 
models that are being used generally by the public. 

For example, our dealership stocks differential assemblies for all models of 
Buick, 1940 through 1954. It is not unusual not to have a call for one of these 
assemblies during an entire calendar year, yet they must be stocked if we are 
to adequately service our customers and other Buick purchasers. 

In addition, enfranchised dealers have high overhead expenses in the form of 
salaries and commissions to clerical, service, and sales personnel, social security 
and unemployment insurance. Also, the enfranchised dealer spends large sums 
each year in national and local cooperative advertising of the product he sells. 

On the other hand, unauthorized dealers, usually operating from open-air 
lots, have little invested capital and small overhead. Service facilities are not 
maintained by these dealers and they canont give the car-buying public the pre- 
purchase inspections or after-purchase service which safety and the public 
interest demand 

Bootlegging of new automobiles is causing great economic distress to every 
enfranchised dealer in this country. If allowed to continue, it will ultimately 
destroy the ability of the enfranchised dealer to maintain the service facilities, 
including the special tools, equipment, and parts and accessories, upon which the 
car owners of this country are dependent. 

The spoilers of our industry are not in a position to offer a substitute for these 
vital service facilities nor do they have the desire to furnish this service, so 
essential to the motoring public. 

The enfrancised dealers of Oklahoma and its neighboring States earnestly 
request the enactment of this legislation so as to afford the enfrancl 
of this country the opportunity of continuing to offer the American people this 
essential and indispensable service. 





1ised dealers 


EXHIBITS 


OKLAHOMA 
“Oklahoma ferdiid le Dealers Association represents 632 new car and truck 
dealers Bootle ing condition e having demoralizing effect upon Oklahoina 
franchised dealers At least 150 have failed ¢ folded within last 9 months 


vv 
Practically a Oklahon dealer opera ed in red figures during January ebru 
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ary, Mar this vear Most were in black during April due to seasonal spurt. 
Approx mately lo percent of new car regist! itions statewide are through boot- 
leg channels. Metropolitan registrations from bootleg sources are much higher. 
Sizable number of franchise dealers now operating are on verge of closing their 
doors due pr ivi to inability to match bootleg competition. We earnestly 
solicit your aid in the fight to eliminate this deplorable nationwide condition.”— 
Roy Tant ecre \ unager, Oklahoma Automobile Dealers Association, 


MEXICO 





Rte telegy Speaking for 261 New Mexico authorized new car dealers can 
say nsensus is unless drastic steps taken immediately to end bootlegging the 
industry will witness replacemés of individual retail dealer by a supermarket 
operation. One franchised dealer has already announced intention to open 
establishment and sell all makes of new cars in order to survive. Definitely 

i only handful of the 261 dealers t) State made money iast 3 to 4 months. 

In Albuquerque area bootle s are capturing better than 30 percent of 
sales, and , on is typic: f other sections Bootleggers are becoming 
increa g rash in their ope { sand use misleading advertising over radio, 
television, and in newspapers With no indication f curtailment of bootleg 


in sight the dealer attitud IS pessliinistle and considers the manu- 
completely insincere in efforts to alleviate conditions.”—William 
New Mexico Automotive Dealers Association, 

half of every franchised dealer in New Mexico 
the immediate need of securing definite action regarding practice of bootlegging 
new cars which is threatening very foundation of automobile industry. Unless 
some definite relief is provided authorized dealers, which will adequately 
protect their investments developed over many years, 1 believe a great many 
dealers will feel automobile industry has deteriorated beyond point of being a 
profitable and ethical business As I see it, NADA’s No. 1 obligation is to take 
every means possible to correct this serious situation. We dealers are depend- 
ing on NADA to forcefully present these facts to proper authorities.’”—H. L. 
lles, Jr., NADA director for New Mexico 





| want to express on | 








PEXAS 
Texa Association composed 1,200 leading, progressive, and hard-selling 
enfranchised dealers In metropolitan centers Dallas, Houston, San Antonio, and 
Forth Worth, 25 to 30 percent new-car registrations coming from used-car lots. 
Estimate 15 percent statewide average including small towns Forty dealers 








that we are advised of in areas metropolitan and rural have folded up in first 
4 months this year, due inability compete profitably with bootleg cars. This 
number probably much larger, actually. Estimate 40 percent all dealers in red 
last 6 months, with 60 percent at break-even point or making profit dispropor- 
vy low considering investment in land, buildings, equipment, and dollar 
volume risked in highly perilous market 

“Dealers who folded had from 4 to 40 or more employees, creating an obvious 
unemployment situation 

“Dealers who have been operating 30 and more years through depressions and 
2 world wars are wondering if it is worth the effort to attempt to continue 
enfranchised in light of excessive production and absence of protection given by 


the factories against shade-tree competition with no service facilities, parts’ 
entories, and in many cases no moral or financial responsibility. Situation 
most abominable in two major factories, with independents caught in the squeeze. 





Mortality of independents because of bootles ig has not reached peak yet. 
After two letters several months ago, situation appeared to be better, but straw 
men leasing companies, purely front organizations for bootleg operations, 
pparently now able to get all cars needed. 


» but be aware which are valid, long-established, legiti- 





Factories cannot 








e, rent-a-car and ising companies. Yet nothing apparently being done to 
‘ yply to straw leasing companies which operate out of hip pockets. 
With all this, the enfranchised dealer is expected to honor service warranties and 
stand behind the factory’s product, even though the factory permitted a situation 
hich gives him no opportunity to earn a profit to buy equipment 

d pay inpower to enable him to perform such services 
L) ‘ rexas make the ite more than ordi y dependent on motor 


vel ‘ I ts econ my, which is most ve ely a fected by present Situation. 
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‘It is not facetious to say that a lot of skilled mechanics and other individuals 
presently employed in the automobile field are going to be at the unemployment 
compensation window, and that a lot of well-equipped automobile agencies are 
going to be gathering dust on some expensive equipment if the situation does not 





change, and impact on the economy will be terrific, because the 
ive e | ip is a single-purpose building, virtually impossible to 
( l el Use 

Lit I \ ! an help further in this vital problem.’—Tom J. Crooks 
manager, Texas Automotive Deals Association 


You will be : e to judge the inroads made upon the authorized dealers’ 


business from the experience of dealers handling Cheyrolets in Dallas, 


Authorized ers \ sol ew cars d registered them here ran up a 
total of S814 Chevrolet passenger cat n 1953. Bootleg cars showing in the 
reco! for first or o1 nal registration were 642 passenger cars 

Live ecelerated rate began with the a out pr luction race which reflected 
in dealer activity some time in Octobe 

() er total ¢ evrolet passenge cal iles, 973; October sales Luthorized 
dealers, 843: October sales bootleg, 13.4 percent, 130; 109 of these 130 were orig 
inal reé t ns 

“November total Chevrolet passenger-car sales, 896; November sales by author 
ized dealers, 731; November sales bootleg, 18.4 percent, 165; 148 of these 165 


were Original registrations, 


December total Chevrolet passenger-car sales, 841; December sales by author 
ized dealers, 636; Decembe bootleg, 24.4 percent, 205; 196 of these 205 were 
original registrations 

Total documented bootleg sales of Chevrolet passenger cars for 1955 were 
1,028 Five hundred were sold in the last 5 mont against 523 in the first 
Q months 

Total sales of Chevrolets in July—S56; and December, 832—-were about the 
same, yet the authorized dealers sold nearly 200 less, which is almost exactly 
the number sold by the bootleggers. July bootleg registrations were 24-—author 

ed dealers, S52 December bootleg registrations were 196—authorized dealers 
636 
The loss in volume of sales tells only a part of the story The competition 


offered by the bootlegger lowered the authorized dealer’s price and cut his 
profit to a fraction of customary markup. This profit has now reached a low 
of about 20 to 25 percent of customary markup. Dealers can’t stay on long 
on that kind of margin. 

“The competitive lines, particularly Dodge and Plymouth, are suffering greatly 
Dodge business is down 60 to 75 percent; Plymouth, 40 to 50 percent, from early 
1953. Even then Chrysler Corp. dealers were not getting their usual percentage 
of business. 

“Tt seems that only volume lines can meet present competition and realize 
enough to defray expenses. Net profits even with Ford and Chevrolet dealers 
are becoming rare.”’—J. N. Whitehurst, general manager, Authorized New Car 
Dealers of Dallas, Ine. 

Senator Purreiyi. I want to thank you for coming here. 

Mr. Norton. Thank you, sir. 

Mr. Kirxs. Mr. Honig is next, Senator. 

Senator Purretn. Mr. Spencer T. Honig, also a director of the 
National Automobile Dealers Association. of Los Angeles, Calif. 


STATEMENT OF SPENCER T. HONIG, DIRECTOR, NATIONAL AUTO- 
MOBILE DEALERS ASSOCIATION, AND NASH DEALER, LOS AN- 
GELES, CALIF., ACCOMPANIED BY ROWLAND K. KIRKS, COUNSEL, 
NATIONAL AUTOMOBILE DEALERS ASSOCIATION 


Mr. Honie. Thank you very much, Senator. 

I have a prepared statement which I would like to submit; and I 
can’t add any more to what has already been brought to your attention, 
except one thing. 

Senator Purretn, Yes, sir. 








106 AMEND FEDERAL TRADE COMMISSION ACT 


Mr. Honic. Having come from the most distant part of our country, 
California, might I just a | that this problem that we are trying to 
solve is more acute to our dealers on the west coast than any other 
place In the Country. 

ator Purret.. Will you sit down a minute? 

I want to talk with you a bit about that situation out there. 

You have probably a more fruitful field—California, it would ap- 
pear, might offer a more 4 tful field for the so-called bootlegging of 
ears because there is a differential of something lke $300 in freight 
rates, isn’t there ? 

Mr. Hon In excess of $300 a car. 

Senator Purrent. And if they wheel those over the roads they can 
nm out there at substantially less money can’t they ¢ 

Mr. Honic. They can get them out there for as little as $37.50. 

Senator Purreti. And do I understand there are times si tour 
ists are asked to drive these over the road for a very nominal if any 
fee and, therefore, they can be delivered in California, the so-called 
bootleg cars, at substantially less than they would cost you because 
there | tt it S300 freiaht ? 

Mr. Honie. $300 freight. That is the average. On some it is $425, 
and vili go down to 8250. 

Senator Purrenti. So, actually there would be a saving of what? 
I'wo hundred dollars, or between two hundred and fifty ? 

Mr. Honig. $250—at least that much saving because they can get 


drivers tor nothing at all, people who love to drive a car, to have a hew 
( Ps lrive out deliver the car to t ( dealer out there. and they can 
e tne entire freight. 
Senator Purretyt. Would that mean you have more bootlegging in 


California than in other parts of the country ? 
Mr. Honie. I would say it offers more of an opporti unity for profit. 


0 1 chances are we get a larger share of « ars coming out there. 
rmenator PI RTELL. H ive you an\ know ae or could you help us 

our deliberations in determining or trvine to determine the effect 

{ las had on your legit mate dealers who are not bootlegging. per- 

NtyAcvew ef 

Cai you te 1 me, in other words, what inroads have been made on the 
ales of legitimate dealers out there percentagewise / 

Mr. Honta. Of course, we have a very large market out there, and 
I would say bootlegging of cars in there now has reached the point 
where it is approximately 20 percent of the new cars sold. 

Senator Purren.. Twenty percent of the new cars sold in Cali 
fornia or Los Angeles ? 

Mr. Honte. Up and down the coast. 

Senator Purreti, Up and down the coast? 

Mr. Honic. Yes. 

Senator Purrett. Have you any idea of the total number of cars 
sold—yvyou have, of course, the total number of cars sold—along the 
area you are f wlkin o about ! f 

Mr. Honia. I can give you the 1953 figures. 

Senator Purrets. It will cvive us some idea of the extent this boot- 
legging is being carried on. 

Mr. Honie. In California, as of July 1, 1953, there were 4,337,250 
re visters d owners of automobiles, as against the State of Michigan— 
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I am bringing this out for a point—which has 2,178,129 registered 
owners. 

Now, the sales of passenger cars, new passenger cars, in the State 
of California during 1953 amounted to 453.641. 

Now, with in excess of twice the number of registered owners in 
California as compared to the State of Michigan, we only sold 30,000 
more new cars in California than were sold in the State of Michigan. 

Senator Purrett. You sold 400—— 

Mr. Honia. We sold 453.000. 

Senator Purretu. And they sold 420,000 4 

Mr. Honia. They sold 423,000. 

So, it is an indication—it doesn’t mean that large registration of 
cars in the State of Michigan all came to the State of California, but 
we got a pretty healthy share. 

Senator Purrett. Have you got the figures on what the registration 
of new cars was in the previous year ¢ 

Mr. Honic. No, sir. Ido not. 

Senator Purrett. That would be a significant figure. 

Mr. Honta. I don’t have that. 

Senator Purrett. Have you that? 

Mr. Betxi. We can provide it, Senator. 

Senator Purtretn. What is that, sir? 

Mr. Bett. We can provide it. 

Senator Purren.. I think it would be very helpful, since you opened 
up that avenue of inquiry. It might indicate something. I don’t 
know what, but we would like to look it over. 

The reason I asked you to it down and I wanted to talk with you 

bit because I thought that might be a fertile oe for the sale, per- 
haps the most fertile field for the sale of bootleg ea 

Mr. Honia. We have had auctions in Los dee les, very large auc 
tions which only started up there w ithin the last year, at which many 
of these cars are being sold, brand-new cars. In many cases they are 
driven, and in many cases they are trucked out so there’s no mileage 
on them. 

Senator Purrett., Now, it costs them money to truck them out there. 

Mr. Honia. Yes, but they can still make enough profit in excess of 
the trucking operation with their own trucks. It would cost them 

hundred dollars to truck a car out, four cars on a truck. So, they 
can stil] underse 1] the new car dealer On Cars pure hased in the East 
and trucked out with their own trucks. 

Senator Purrenn. Is that what it averages— about a hundred dol- 
lars a car—when you truck them out, or do you know 

Mr. Honie. On an individually owned truck; not a public carrier. 
The public carrier charges the same as the rail freight. 

Senator Purretn. That is what I thought. 

Mr. Honie. But these are privately owned trucks. 

Senator Purreitn. This seems to have increased in the last few 
months? 

Mr. Hontc. In the last 6 months particularly. I know the automo- 
bile dealers are becoming demoralized and we are at a loss as to how 
to meet it, because it is changing the whole merchandising structure 
of automobile dealers as we have been accustomed to it in the past. 
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LOS 


I have been merchandising Nash—I represent an independent— 
for 16 years in Los Angeles, and I was back East here before, for 
many years, and | have never seen a more demoralized condition 
amongst the new car franchised dealers than I am witnessing today 
and experiencing, trying to find a solution into this inroad into the 
legitimate new car business by used-car dealers and other outside 


] 
Nn. 


Senator Purret,. Thank you very muc 
I haven’t any other questions. 
Mr. LI nic. | want to thank you very much for the opportunity 
to appear here, and I certainly urge for the benefit of our west coast 
che er . that you give this favorable consideration. 


Senator Purrei.. | just want to ask one more question, which I 


was exploring this morning, and it has been suggested I ask it for 
the record. Our counsel has suggested I ask it. 

Do vou have any know ledge whe ther or not automobile dealers are 
requested or are forced to take more cars than they can sell, or they 
fee] they can properly sell in their areas ¢ 

Mir. Honic. We are not requested to and they are not forced to, 

it in conversations with the factory representatives in our particular 

reas they determine in their mind what their share of the market 
iould be. It might be 2 percent in the case of a low-volume car. It 
might be: Ly percent of the sales in that area. So they say, “we expect 


our dealers to vet at least 214 percent.” 

Senator Purreit. And the threat is hanging over the head of the 
dealer, is it—I am not suggesting you answer yes or no, but would you 
feel that might convey the fear—of the loss of a franchise unless the 
heures that are suggested by the agent verbally are met ¢ 

Mr. Honic. Very definitely, they could say, “we expect this per- 
for! LLice ” 

They don’t say, “you must get it or we'll cancel your franchise,” 
but “we expect this performance, and if it doesn’t materialize as time 
goes on, they will put another dealer in, not too far from you to stimu- 
late vou.” 

Senator Purrery. So you have a kind of sword of Damocles, as it 
were, hanging over your head if you don’t take what they might sug- 
gest / 

It may bea fairly determined figure—I don’t know—but if you don’t 
take it—and it doesn’t have to be in the written contract now, but an 


representative of the manufacturer Says well, iT you don’t 
79 


agent o1 
we will have to open up a new agency here’ 

Mr. Honig. Or “we'll find somebody else who will.” 

Senator Purreiyu. Or “we'll find somebody else who will.” or words 


to that effect 


Ll. 


Mr. Honig. Yes. 

Senator Purreitn. So, here is a fellow who has a tremendous in 
vestment in his establishment, and he has got that fear of losing the 
agency, or the exclusive agency if he doesn’t take what the agent 


] ; 


th nks he should take # 
Mr. Honig. Well, there is always that fear in the dealer’s mind with 
ig capital investment. He tries to meet the factory-adjusted re- 


quirements and match his ability to meet that against that. 
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Senator Purrett. Now, in a receding market, you have two forces 
workin o@ against one another: You have gol the production end put- 
ting out automobiles. 

Mr. Honig. Yes. 

Seantor Purreis. And you have got the sales end fighting your re 
ceding market because of econdmic circumstances. 

Mr. Honic. That is right. 

Senator Purre tn. So, it is possible for the dealer to find himself in 
a position where, for fear of losing a franchise, he takes more cars on 
and he hasn't got the market to get rid of them, so that he is forced 
to perhaps engage in practices that normally he wouldn’t engage in? 

Mr. Honic. You would tind that in some instances, but most dealers 
now are beginning to have enough courage to determine in their minds 
What their market is and how much they can afford to handle. 

Senator Purre.t. Might some of that been occasioned by the fact, 
while engaging in a little bit of bootlegging on the side, one feels per- 
haps he is having a benefit—I am thinking of an individual who ulti 
mately finds -with the spread ot bootlegging that he IS injured, as 
well as others, by bootlegging and that sort of brought him up to the 
realization: is that right / / 

Mr. Honig. That is right. 

Senator Purreis. If he had realized the danger of the thing? 

Mr. Honte. Thatis right. 

The bootlegging has been a profitable arm for many of the dealers 
for additional profits. 

Senator Purretn. So-called legitimate dealers ? 

Mr. Hontia. Legitimate dealers. 

Senator Purret.. People who might well be members of your 
organization ¢ 

Mr. Honic. And I am sure most. of them would be willing to stop it 
if it could be brought about in the proper way. 

Senator Purte.t. Now, we are coming to the very thing I was talk- 
ing about this morning. You say there are dealers, and I am not 
trying to put words in your mouth, but you say there are these legit 
imate dealers, who are engaging in it and who would like to stop it if 
they found some way of doing ie One way of doing it is not to 
have forced upon them, either by promise or threat or otherwise, 
ore ally or otherwise the idea they h: ive got to ti ake a certain number of 
cars, 

Mr. Honta. That isn’t the entire answer, the threat of forcing- 

Senator Purretn. Isn’t it part of vg answer ? 

Mr. Honia. No, I wouldn't say it i \ part of the answer. Those 
dealers who are engaged in that. pr: ouitin in a large scale are finding 
it profitable, see. They are finding it profitable to get those extra 
cars and resell them without any extra expense to themselves. 

Now, there are some dealers, who are forced to be able to stay in 
business to meet that kind of competition, see. Those kind of f deal 
ers would like to stop it but they are forced to meet it in certain areas 
because they must stay in business. 

Now, if some way could be found—we think this is a solution to 
it—that those cars must be sold through regular retail channels. 
would prevent that kind of competition. 


50416—54———-8 
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Senator Purretn. Bootlegging wasn’t engaged in when cars were 

arce: 1s that mnght 4 

Mr. Honte. That’s right. 

Senator Purrenn. If a fellow could dispose of them through his 
regular legitimate « hannels, he did so; 1s that correct 4 

Mr. Honte. That’s right. 

Senator Purrreui. Then he found a shrinking market, I would as 

ime, to some extent, 

Mir. Honic. Yes. 

Senator Purretn. Now, then, he had a choice of doing 1 or 2 
thines: He had the choice of cutting down on the number of cars 
he got from a shop, that he ordered, bought from the automobile 

inufacturer. and limiting the number ordered to the market to be 

ie could continue to order the number of cars that he had at 
better market and find some other outlet ¢ 
M: Honic That’s rioht. 
Senator Purrern. And the only other outlet was bootlegging ? 
Mr. Honig. That’s right. 
Senator Purrert. So, you begin to get your problem, don’t you 
om the fact that No. 1, more automobiles are available to him and, 


id rT 


No. 2, he feels that perhaps it is necessary to buy those additional! 
omobhiles ? 
Mr. Honig. Well, more automobiles are available to him, and of 
rse if he can get those cars, and he has a market for them, and make 
tional profit he will do that. 
tor Purrecy. That is the bootlea market ? 
AY HT IN IC That is the bootleg market, and that is only engaged in 
D i0t too large a percentage of new car dealers—not too large a 
e of the total 
ae LLOl Pur ELL. | im sure from the e\ dence we have available to 
uuild appear they were not large in number, but the effect of 


Mr. Honig. You asked the question on the registrations in the 


st ( a lla. 

Sena Purtrreni. Yes 

Mir. Honic. In 1952, there were 346,929 cars sold, is compared to the 
: f Michigan, in 1952, the same year, 287.842, or 61,000 ears 
mol 1 the State of California. 


Senator Purren.t. Now, let’s take the California figures for 1952 


und then for 1953. 
Mr. Honie. In 1952. there were 346,929 new cars sold in California. 
Senator Purrett. Excuse me. Just the hundreds. You get con- 
fused when vou use those others. 3 
Mr. Honia. Yes, sir: 1953 there were 453,000 new ear sales. 


Senator Purre.i. So it went from— 

Mr. Honig. 346 to 453 thousand. 

Senator Purreti. All right. Now, what are the figures for 
Michigan ? 

Mr. Honta. In the State of Michigan, in 1952, there were 287.800 
ars, new cars, sold and in 1953 that Jumped to 423,000. 

Senator Purven.. That is a very significant figure. 

Thank you for those figures. 


I think this throws a grave light on the situation here. 
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Now, we are talking about protecting the interest of the public; 
and, of course, we have to do that. That is our position up here, as 
a matter of fact, it is our duty. 

Now, what does the buying public lose when they buy from the 
bootle 

Does the person buying really gain as much as he thinks he does? 

Mr. Honig. He doesn’t gain anything in the long run. As a rule, 
they lose because they do not have the protection and the safety of 
the new car dealer warranty, which is also backed by the factory and 
by the dealer for the early life of that car. For instance, the first 
3 months or 4,000 miles you can make or break an automobile. If 
it is driven across the country at excess speeds, brand new, it will 
show up in 10,000 miles. The motor is pretty well shot; but through 
the new car warranty that is the public protection in the purchase 
ofacar. Now, they don’t get that. 

I went to an auction last Thursday just to get fresh, up-to-date 
knowledge of how these bootleg cars are being sold, and I saw a number 
of brandnew sold at auction, and they are sold at the auction with 
a 1-day guaranty to the used car dealer, who was there bidding on 
them, and he, of course, takes them out and put them on his lot and 
le Can give no Quaranty because he has no fa ‘lity to even live up 
to the guaranty that the new car dealer has. 

Senator Purrett. Would you say, then, the public is being fooled 
to some extent as to whether or not they are better off, net, by buying 
bootlegged cars ? 

Mr. Honic. They are. I would say the public gains nothing by 
buying through other than authorized channels, where they 
protection of their investment. 

Senator Purreiy. Of course, the claim can be made by the oppo- 
nents, that actually what the pre ent practice of b iotlege he aor is 


to lower, generally . the prices at which the public has to buv autom« 


ver 4 





get the 


hiles, whether through a legitimate dealer or not, and they might well 
laim—I don’t say with what merit—that to that extent, anyway, tl 
general public is afforded an automobile at a lower price. 


Mr. Hontc. That would sound like it might be true, but, generally, 
in our competitive system, among automobile dealers, we seek that low 
level in competition with one another and still olive the wari nity the 
public is entitled to. 

Senator MONRONEY. Would you yield there fora question / 

Senator Purreti. I would be very happy to. 

Senator Monroney is here. 

Senator Monroney. Is the ultimate cost to the purchaser, even 
though the difference may be in the sales price, maybe a hundred 


lollars or a hundred and fifty dollars, as low as if it were bought 


through a legitimate dealer because of the packing of insurance on the 
thing, the packing of interest rates and other things of that kind that 
lots of times the iInexperien ed car buyer doesn't bother to figure out 4 

Mr. Honig. Senator, [think you will find the purchases of those cars 
through used car outlets or bootleg sources, 11 you WV ould check their 
full cost of what they are paying for the car, including insurance, 1 
terest charges, and all of those things that go with it, as compared te 
what the legitimate, authorized new-car dealer offers that same car for, 
it wouldn’t be very much saving to the customer and he still wouldn't 
have the protection of the warranty. 
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Senator Monroney. That is rieht: he wouldn't have that protection 


Mr. Honic. No. Ihave been 

Senator Monronry. And |} dor ‘t even have protection that it is 
l i if } oO dor ef 

\ I] G. J { 

Senator Monroney. | mean you can’t tell from the speedometer, | 
Gor { eve, Jil ( V1 ( irh Hee! rivel 

Mr. Honic. 3 

s itor Mos (nad ‘ n \ ul oO et Vy are ney 
\ ul fr the factory or maybe towed cars with 
cl 

Mr. Hong i olt 

Senator Monronery. And those kind of things are all in there, but 
5 dont have the mor that vou have in an established busmess that 

or oO br o tf {f Same make Of car year att ear after year ‘ 

\I . right 

| ott iv our b ness he Oiuit up through the est tblished 
new « fran ed dealer, who has a respect for the ublic, for himself, 
1} ommunity, and the manufacturer. logether we have built a large 
bu ~ und. throug! that, that respol bility angele, and that is being 
t] tened very serious) 

Ser Purr You feel that competition within the industry, 


itself, would be suflicient to keep the prices just above that necessary 
to make a normal pront ¢ 
Mr. Honig. That’s right. 
itor Purreiy.. Or just at that level; isthat right ? 
Mr. Honig. It keeps itself 


» itor Purrenn.. And, therefore, there aren't any orTreat profits for 
the dealer in there, other than what he needs in gros profits to give the 
Se] »to keep the car running ¢ 


Mr. Honic. That is right. 

Senator Purreit. Plus a reasonable profit / 

Mr. Honig. That’s right. 

Senator Purreti. That is your feeling 2 

Mr. Honia. That’s right. 

Senator Purretyt. And you fe 
dustry sort of keeps that at that level / 

Mr. Honic. At that level within our own industry. 

Senator PurreLn. Senator Monroney, have you any other ques 
tions ¢ 


Senator Monroney. I had one, but it slipped my mind right now 


eel that competition itself in the in 


whe you were inthe middle of this other quest lon. 

Senator Purreii. Had it to do with the reasonableness of the profit 
or giving the customers the service they have a right to expect ? 

Senator Monronry. No. Of course, I think if the car cannot be 
maintained, if the franchise dealer can’t afford to service any and 
every car of that make that is sold, whether he sells it or not, the ven- 
eral reputation of that car in that community goes down. 

Mr. Hontia. That is right. 

Senator Monroney. Does it not? 

Mr. Honic. That is right. 

Senator Monronry. What is the customary trade practice now with 
dealers who are plagued with this type of competition? You just 


hol i \¢ il Ose Al a rO thead ai 1 se rvice the cars or 
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Mr. Honig. In many cases we do, just for the public interest en- 
tirely, at our own expense, to keep them satisfied, to keep the people 
feeling that the automobile dealers are tr ying to hel ip them. 1 mean 
it is more a matter of business relations ship In your own community. 

We are obligated by our franchise to take care of particular owners 
when they come 1n. 

If they buy a car in New York through a legitimate New York 
dealer, and drive to Los Angeles, we have to take care of those people ; 
but if they buy from someone, an unauthorized source where they 
can’t get any service, and come into our place, it is a matter for us 
to decide. We are supposed to, by the factory, and we generally do 
look after them. 

Senator Purrenr.. And you are losing money ? 

Mr. Hontc. We are losing money. 

Senator Purrenn.. It has been testified, this — anyway, that 
the legitimate dealers servicing those types of ¢ . the bootle or Cars, 
lose money in that service. 

Mr. Hontiae. That’s right. 

Senator Monroney. You have a fixed fee that is approved by the 
factory for certain services that you do to the car? 

Mr. Honia. That’s right. 

Senator Monroney. Therefore, that is fixed not in relationship to 
give the maximum amount of profit to the service of the car, but to 
keep the car in a competitive position with other makes of cars, is 
it not? 

Mr. Honia. That’s right. 

Senator Monroney. So, if you are denied the profit from the sale 
of that car and you have to take and service it for someone who has 
sold it on a lot, then you are furnishing service below your cost, plus 
your reasonable profit ¢ 

Mr. Honia. That’s right. 

Senator MoNRONE Y. Or you have to give it slipshod service 

Mr. Hontic. That’s right. 

Senator Monroney. And maybe add other charges to the bill to 
come out ? 

Mr. Honte. That’s right, and it is costly for us to be able to do that 
without the compensating new car sale volume to offset it. 

Senator Monroney. The question I wanted to ask, Senator Purtell, 
that now occurs to me is this: Oftentimes, the fact the dealer finds 
himself overstocked is not the fault of the dealer, is it ? 

[ mean there is a good deal of nudging and pressure from the dis- 
trict sales manager or something to keep the man up to a certain an- 
ticipated quota that someone maybe has outlined for him? 

Mr. Honta. Well, it is the fault of both parties, I would say. I 
have been guilty of ordering more cars than I should, and they have 
been guilty of saying, “We think you ought to take more cars,” and 
I have listened to them thinking I could sell them. So. I have ended 
up with too many automobiles on hand. So we are both wrong. 

In our particular factory relationship there is no pressure what- 
ever of any kind, but there is an opportunity, if you want to buy 
them and you think you can sell them, and sometimes we make a mis- 
take in judging our market and then we have to sell those cars: but 
we sel] them. We don’t sell them to outside channels. We will get 
the price down to the customer so we can move those cars. 
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Senator Purret.. Well, you will move them at a price that nor- 
mally you wouldn't move them, that is by giving a higher price on 
the turn-in car? 

Mr. Honia. That’s right. 

Senator Porret.. You do the same thing, only you don’t do it the 
same Way i 

Mr. Honig. That is right. 

Senator Purretn. Isn’t that right ? 

Mr. Honic. That’s right. 

Senator Purre.t,. You lower the price of the new car by giving a 
much higher allowance on the used aa 

Mr. Honie. That’s right, until our excess stock is eliminated. 

Senator Purre... So actually, the difference you have got between 
your cost and your profit, or rather, the difference between your cost 
and your selling price is that very little slim margin, which is only 
a little above, or maybe equal to, what the bootlegger gets ? 

Mr. Honic. That is right. That is possible. 

Senator PurretL. That helps to destroy a market, too, doesn’t it? 

Mr. Honig. That can be controlled in our own organization. I can 
handle that by just taking up cars that I can feel we can sell on a 
legitimate market, at a legitimate profit. 

We are not forced to buy automobiles, but we work together with 
the factory and ourselves on the market for that particular area, and 
sometimes we are not in agreement with what they think they should 
get, and sometimes they are not in agreement with what we think 
we should do; but those are things we work out amongst ourselves. 

Senator Purrett. And in those cases you are free to choose the 
number you think you want to take? 

Mr. Honic. That’s right. 

In my particular case that is very true. 

Senator Purret.. Without fear you will lose your franchise ? 

Mr. Honic. Well, there is always that fear in the back of our 
minds. If we don’t do a reasonable job, we might lose our franchise. 

Senator Monroney. That fear has a tendency, then, to cause dealers 
to overload sometimes when the business is temporarily off, doesn’t it ? 

Mr. Honic. Well, it could. 

Senator Monroney. But if they are not allowed to dump them to 
the used-car lots, then they could work their w: ay out of that within 
their own shop and w ithin their own franchise? 

Mr. Honte. That’s exactly right. We can work it out within our 
own franchise and with our own factory representatives. 

Senator Monroney. I am not inclined to believe that the situation 
regarding the individual dealers on being absolutely free agents to 
buy or refuse the number of cars that the manufacturer wants them 
to take is quite as good in other States as it is in California. 

Mr. Honic. Well, I was speaking of my particular line when I 
made that statement. I am not familiar with all the handling of 
competitive makes, but I do know that in some cases the factories do 
put extreme pressure on dealers to take perhaps more care than they 
want. 

Senator Monronry. It was so great in my own State, I would say 
to you, sir, that the Automobile Dealers Association passed a law 
through the State legislature whi h was called an antiloading bill of 
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some kind. I don’t know just exactly how it worked, but it was to 
prevent manufacturers from forcing cars on dealers. 

So, I can’t say this situation that 1s occurring is entirely the de alers’ 
fault. I think some blame attaches to over: ambitious sales man: iwers 
in Detroit and elsewhere to figure that they can pressure dealers into 
taking more cars than they normally would buy. 

Mr. Honia. There is no question “about that. 

Senator Purret.. Senator, when may I ask, was that legislation 
passed in your State ’ 

Senator Monroney. Let me ask Mr. Norton, who is one of our lead- 
ing dealers, and also a member of our State legislature in the times 
passed. 

Mr. Norton. That was passed in 1952, the 1952 session of the legis- 
lature, or the 1953 session of the legislature. 

Senator Monroney. It was supported by the entire Automobile 
Dealers Association ? 

Mr. Norton. Yes, sir. 

Senator Monroney. Of the State of Oklahoma ? 

Mr. Norton. Yes, sir. 

Senator Purre.y. It is interesting, if there was need of that legis- 
lation, and there must have been, because of the forcing of automo- 
biles on the part of the distributors, in spite of the testimony that we 
have had here that nobody ever pushes them on the dealers. 

May I inquire, sir, whether or not that was aimed solely and only 
at automobile manufacturers? Was that the purpose of the legisla- 
tion ? 

Mr. Norton. Of course, the purpose of the bill, as with all legisla- 
tive acts, was in the public interest. However, the bill was passed 
to protect the dealers of the State of Oklahoma against coercive prac- 
tices that were forced upon them by the various manufacturers 
handling their line. It was to stop such practices as coercion. 

Senator Purre.y. It is an interesting thing. I understand that 
seven States have found it necessary to pass such legislation, and 
you don’t pass legislation usually unless there is a need, and the 
legislation that has been passed would indicate there was coercion 
and pressure used on dealers to take more cars than they wanted, 
whic h brought about the need for this legislation. 

Now, I understand that your State passed a law for the same pur- 
pose 5 is that correct ? 

Mr. Norton. Yes, sir. 

Senator Purrein. So, in spite of the testimony we have heard, 
abundance this morning, that there isn’t any pressure, there were 
seven legislative bodies which felt there was, to the extent of at least 
passing legislation to protect the interest of the dealers, and in pro 
tecting the interest of the dealer. they felt they were protecting the 
interest of the public; is that right ¢ 

Mr. Norton. If I may be permitted to expand my remarks a little 
vit, there is always a threat of a loss of your franchise. 

Now, while it is not in the printed matter that you sign on the con 
tract, still, at the same time, most contracts either expire by their own 
terms each year, or they have a catch-all elause in them, by using 90 
days, with or without cause, they ean cancel the contract. They just 


“Well, food bye and (rod bh le 38 you. 
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Senator Purreti. They den’t have to say, “God bless you,” do they ? 
Senator Monroney. Not even “bless.” 
Mr. Norron. The truth of the fact, of the matter, is 
If I am interrupting things, you can stop me. 
Senator Purrer.. No, we are here to get all the help we can get. 
Mr. Norton. The truth of the fact is we do not have a contract. We 
ive a sales agreement. Actually, we are a salesman for the factory 
and the factory owner. 

Phe contract does not say that they will do anything, “4 it doesn’t 


} 


iv we will do anvthing. ‘The contract is here in exhibit, by Admrial 
Bell, if vou want to see it, but still, at the same time, they — that 
e sell so many cars into what is known as a common term in our in- 
dustry as our zone of influence; and, so, if we don’t take that many 
urs and sell that many cars, why, then we are always fearful that 


our contract might not be renewed. 

As far as I know, the automobile dealer has no protection at this 

me, either through any statute or laws through Congress, or through 
iny court decision, that will keep a manufacturer from terminating the 
contract at his will, with or without any cause whatsoever. 

So, there is always that implication that, even though you don’t 
have to take so many cars, if you don’t take that many cars, why, then 
they can set up certain other causes so that they can say that you are 
not a good dealer, and so forth. 

Senator Purrety, May I ask who determines what that number of 

ars shall be—your regional sales director or an official representing 
ithe automobile manufacturer ? 

Mr. Honig. The regional manager. 

Mr. Norron. It comes right down to the determination that is 
usually made insofar as the dealers knows by the district manager. 
That is just a common, ordinary factory representative, but they call 
them district managers, 

Senator Purrett Like an expert—a fellow from another town. 

Mr. an ron. I might say when they gave him that title, district 
manager, they cut his salary $50 a month. 

Senator Purrett. We do it differently up in New England. We 
make them vice preside nts and cut their salar y: 

Mr. Norton. So, now, he comes around and he says, “Now, look 
here, if don’t sell this many automobiles here, why—of course, now, 
you don’t have to buy them. Now, understand that. I want you to 
unde rstand you don’t have to buy them: but if you don’t sell this 
many cars in this territory which w ill bring your sales up to the aver- 
age in other communities, in the Nation, why, then, of course we're 
voing to look for a dealer or we’re going to have to put in another 
dealer, or we’re going to have to let somebody come into your town, in 
order that we may get price class, see.” 

Now, if there is any confusion here about what price class is, I 
would be glad to go into it and tell you what price class is. If any- 
body is interested to know what that term is—— 

Senator Purreitu. I think we would like to have that in the record. 

Mr. Norron. Price class is determined by the percentage of registra- 
tions of the car that you sell into your own zone of influence in relation 
to all other types of cars sold. For instance, in the line that I repre- 
ent, they put in the price class—they put such things as Oldsmobile, 
Pontiac. I can’t name them all, but maybe Hudson. 
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Senator Purrect. In that same price range / 

Mr. Norron, Same price range. 

Senator Purret.. Yes. 

Mr. Norron. Then they say I ought to get 21—at the present time 
21—percent of the price class. Now, if I only get 17 percent of the 
price class, then they send me out a little statistical sheet that is pre 
pared by R. L. Polk & Co.—and all of you know who R. L. Polk & 
Co are. So, then they send me th it sheet and sa y, “Look here, you 
have got to bring your average up. 

Now, when I bring my average up and everything is rosy, I don’t 
get that price-class sheet, see. They don't tell me when I am cvood, 
‘They always tell me when I am bad. 

So, there is abosolutely no question about it. 

I want this inthe record. Id like for you to put me under oath - 

Senator Purrett. We don’t do that here. 

Mr. Norron. Because, as I understand, I am supposed to testify as 
to the facts in this committee. 

Senator Purrety. Let me make this clear, so there will be no mis- 
understanding: We don’t place witnesses under oath here, except in 
certain types of investigations. What we are looking for, and what 
we are simply trying to get, is all the facts we can, to determine 
whether or not this legislation, or such legislation, amended, perhaps, 
is necessary, so that you are free to help us in any way you want; you 
are free to tell us anything you want, but, obviously, we anticipate any- 
thing that is said here is the truth, as you know. 

Mr. Norron. I want to tell you why you have trouble ahead. 

The average dealer is so afraid that if he appeared before a com- 
mittee such as this he would be the recipient, in some way or another- 
that the dealers throughout the country—they hesitate to come up 
here and tell you the facts, and when I get home I may have a letter 
there that I don’t have a contract; and if I do, I am going to come 
back to this committee here. That’s a fact. 

Senator Purret.. Your committee wants you to come back, if your 
testimony here in any way brings upon you any such recriminations 
or any such penalties, I'll tell you that. We . ant to know about it. 

Mr. Norron. I am glad to hear you say that, because I have as good 
factory relations as anybody else : but there are some things there 
are some differences between the manufacturers and the dealers that 
certainly, in the public interest, should be straightened out, see. 

L know that the average citizen of the State they have not very 
much sympathy for an automobile — ~~ we do not ask for 
sympathy. We only ask for fairness in ation to our business, 
the same as any other business people of the U nited States and this 
Nation are entitled to and m: iny of them are receiving. 

Phat is all I ask for; but the public interest is being vitally affected 
at this time, and the automobile dealers all over the country are falling 
out W ith each other. They are falling out Ww ith their fa tol ies, and | 
have said to factory men that I think the factory is short-sighted | 
not seeing that better public relation are maintained between the r 
factories and their dealers, because I don’t think it is conducive to 
the publie interest or to the Or¢ neral e onomy of the country wheneve 
vou have to continuously fight and bicker and bargain with someone 


that vou have to cde dailv busines \ Ih. 
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Now, he [pointing to another dealer] said to tell you—I presume 
you know—I am supporting the bill. So, I don’t need to say it. 

Senator Purrety. Well, I think, sir—— 

Mr. Norron. I presume you know I am speaking in favor of the 
bill. 

Senator Purreit. You certainly did speak, and I want to make 
this clear: That what you are trying to do, sir, and what we want 
to find out, too, are all of the facts, not just part of the facts, and 
if this situation is what you are saying is part of the facts, then 
your committee will find it out ultimately, and I want you to know 
that, too, and I am grateful to you for giving us the information. 

I think the type of information you are presenting is more helpful 
to the favorable consideration of any such legislation as any attempt 
to hide anything that might exist in the industry. 

Mr. Norton. I am trying to tell you the facts. 

Let me tell you what the average automobile dealer has done that 
is in business today. He has built, usually at the request of the 
factory, a one-purpose facility. He has not only built a one-purpose 
facility, but he has usually built it at a strategic location that has 
been suggested by the factory, that he build his building or that he 
set up his place of business in a certain part of the community. 

Now, that makes it a one-piece property. That makes it a one- 
piece personal property, in my own case, and the Senator there from 
Oklahoma knows our country is in pretty good shape. The replace- 
ment value of the physical property that I have acquired in order 
that I might represent the Buick automobile in Oklahoma City could 
not be replaced today for $1 million. 

Would you say that would be about correct, Senator ? 

Senator Monroney. Yes. 

Mr. Norron. Now, understand, it didn’t cost me that much, but it 
has been over a long period of years; but today you could not replace it 
for $1 million, 

[ just had a 90-percent insurance clause placed on my building 
the other day that 1s over 20 years old and they valued my building 
at $50,000, and this is only one of the buildings on the property. 

That is the main building, Senator. 

Now, I will say to you it is somebody’s prerogative and it is some- 
body’s duty—and you gentlemen are the only voice I have in the Na- 
tional Congress—it is somebody’s duty to see that we have some area 
of protection, to where our entire life’s work will not be destroyed 
overnight, by whoever’s fault it is, letting these other people come in, 
without any obligation, without any investment, either before or after 
they sell the car, to come into our territories and undersell us when- 
ever we have to pay taxes upon this physical property to support the 
schools and support our State and support our Federal Government; 
and I urge this committee here—I go a little bit stronger than the 
chairman this morning. The chairman asked a question as to whether 
this should be compulsory. I will say to you that I believe, Mr. 
Chairman, that there is probably no question there. I doubt seriously 
if we will get any benefit out of this bill unless there is some compul- 
sion by amendment going into this act, to where the terms and the 
mandates of this Congress, if you see fit to enact this law, to where 
your dictates will be followed to the letter. 
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I heard you ask that question this morning, and I have never seen 
anything yet voluntarily that has worked very good; and I take you 
back, if you will pardon a personal reference, to the great oil State of 
Oklahoma before we put in oil proration down in Oklahoma. The 
oil operators wouldn’t voluntarily cooperate. 

The Senator from Oklahoma remembers before proration they were 
getting the oil from Oklahoma County, particularly- they were 
opening up the we ells at night, letting it run out in the river and skim- 
ming it off and selling it for 10 cents a barrel. 

The couldn't get the oil men to cooperate voluntarily. So, what did 
they do? 

Finally, they had to go in and pass the oil proration law. 

Most of the oil- produci ing States, I understand, at this time have 
followed suit. 

Senator Monroney. And we also had to put in the County Hot Oil 
Act to prevent the transportation of hot oil across State lines. It was 
one of those demoralizing things the industry could not survive under, 
and it is similar, except in a different degree, to the problem now of the 
independent automobile dealer. 

Mr. Norton. I don’t want to make a speech, Senator, but I want to 
say this in conclusion: That the railroads have got the ICC. I want 
to say if enacted, a proclamation that if the P resident of the United 
States had two alternatives—to either shut down the railroads or 
shut down the use of the private motor vehicles, car and truck—that 
he would shut down the railroads because the economy of the country 
could continue as long as motor vehicles could run; but you can shut 
down the railroads and we can go. Today, by proclamation, if you 
stop the use of every private vehicle in this country, motor vehicle, in 
24 hours you will economically choke this country to death; and I will 
say to you that this business that we represent is just as vital and as 
important a link in the transportation system which finally surrounds 
all our economy, transportation—it is the most vital link of anything 
we have in this economy, and these people here and myself, that we 
represent—we are the people that try to keep that economy on the 
road. 

When a man leaves New York to go to California and stops in Okla- 
homa, we are the people that must furnish him a part for his car so 
he can continue on his journey; and unless we are allowed to go 
ahead, historically and traditionally, like we have all the years, to 
where we can make the investment in parts—some of them we don’t 
sell for years—the automobiles of this country will be stacked up on 
every highway and every byway in the country because they cannot 
obtain parts from these people who have come in here and spoke for 
and represented what we consider to be a legitimate business. 

I thank you for your kind indulgence. I am sorry to have taken up 
so much of your time. 

Senator Purtett. Mr. Norton, I want to thank you very much for 
your great help in your second appearance here before this committee, 
and I want to tell you it is the kind of testimony that you have given 
that certainly has a great deal of weight with your chairman, and I 
have every reason to believe with the whole committee. 

Senator Monroney, have you any questions to ask Mr. Norton or 
any comments to make? 
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Senator Monroney. I have known Mr. Norton for a number of 
years, bought a considerable number of Buicks from him in the past, 
and I know he is as thoroughly familiar with the situation as any 
automobile dealer in the Middle West, that he is perfectly sincere in 
what he has to say and, while he wanted to be put under oath, you 
never need to put Mr. Norton under oath. I mean what he says is 
the truth. 

The point I think that is important in this is that this illustrates, 
I believe, the box the retail automobile dealer finds himself in because, 
even if our Oklahoma State law would protect our dealers against over 
loading, it would not protect our dealers there against overloading in 
a neighboring State or even one as far away as Michigan. Therefore, 
the price-class feature that he talked about is a ne in which he 
finds that he is working against himself. I mean he is charged with 
maintaining his sales on a parity with what the normal sales of Buicks 
would be in that community while someone else is a Buicks 
and other cars down the road on the bootleg lots: and, SC a think you 
get into a very difficult industry problem that I think is going to be 
fundamental to our distributive system. If it is going to remain 
chaotic and get worse, with pressures from the suppliers on the one 
hand and pressures from the cut-rate auto lots on the other, you are 
liable to lose this vital segment that is a big taxpaying group in each 
community. 

They furnish the civic leadership in many of our communities, and 
I think it is a problem that can’t be put off for a long-time investiga- 
tion, such as the Federal Trade Commission suggested this morning. 

Senator Purrentt. Have you any questions to ask Mr. Honig, who 
has sat here patiently while we have had another witness appear on 
the witness stand ? 

Senator Monroney. No: I have no further questions. 

Senator Purrriy. I want to thank you very much for coming over 
here and helpinr us, and your prepared statement will be made 
part of the record at this point. 

(Mr. Honig’s prepared statement is as follows :) 


STATEMENT OF SPENCER T. HONIG, NASH DEALER, LOS ANGELES, CALIF., IN 


SUPPORT OF THE PASSAGE OF S. 3596 ANb H. R. 9769 
My name is Spencer T. Honig. I have been in the retail automobile business 
for 33 continuous years, the last 16 of which have been in the city of Los 
Angel Calif In all of these years I have operated under a franchise agree 
ment with one manufacturer and have always provided the proper facilities, 
equipment, and organization to properly represent my manufacturer and at the 
same time give good after-sale service to the public so that their interests were 
pr ed 
As a matter of fact this has heen the pattern in the r retail automobile business 
over the years that has brought about its phenominal growth and encouraged 
suc wide ownership of motor vel les on the part of the public 
Much progress has been made ! he engineerin at designing of motor cars 
trucks and many of these new engineering and performance features of the 
1c! antomat transmissions, power brakes, power steering 
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NEVADA 


Bootlegging nev irs unless curtailed immediately will have serious effect 


upon new car dealers everywhere New car dealer is an important segment of 


business community and he cannot maintain high level of employment, pay, taxes 
and continue to give factories high type of representation if he has to compete 
with irbstone deals who usually have no employees, no buildings, furnish no 
service, and pay comparatively small tax Factory employment will suffer 
iteria f dealers operations are curtailed because of this unfair competition 
nd we urge you positive action to stop bootlegging of new cars at once.” 
Neva Automobile Liealers Association 
1 Al 
Extreme ent something be done to alleviate chaos in new-car sales 
( tion tl te ry brought about largely as result of bootlegging. While 
Utah |: prohibit ised-car dealers from representing Cars as new, actually 
} f each month are sold by used-car dealers who get around 
iw | eg ering sales as used units Because of conditions brought about 
larg ht te differentia Salt Lake autoauction and other nonfran 
hise ree ‘ en disposing of hundreds of new units each months for past 
, Impossible for Utah dealers to continue to maintain employment, 
present sé ice facilities, and other overhead obligations unless condition is 
soon 1 ified as practically every dealership has operated in the red so far 
tl ven! 4 few exceptions may be found among Buick, Oldsmobile, and 
Cadi ce deal My monthly statewide visits with the dealers have acquainted 
me with this demoralizing situation Oldtimers tell me conditions are much 
worse now than they were during depression. Scores of dealers have confided 
that unle conditions change within the next 2 or 3 months, they will close 


up their establishments before entering the fall and winter season. My inti 
ads me to believe practically every dealer 
44 out of 279 Utah fran 





mate knowledge of dealers’ thinking le 





in ltah is ost anxious to sell out Since April Tos, 

chised dealers have discontinued business At present time this association 
represents 235 of 245 new-car dealers. Condition of dealers is such that imme- 
diate action necessary if mass closing is to be avoided.’—FElias J. Strong, Utah 


Automobile Dealers Association 
ARIZONA 


“If bootlegging continues it means economic, financial, and business failure 
and complete disaster for the established retail automobile dealer. Many estab- 
lished dealers in this part of the country will be forced out of business unless 
this condition is immediately halted. Urge you do everything possible to stop 
this practice.’—Frank Dawson. 


WASHINGTON 


Retel SADA membership 40, having capital investment $20 million, employ 
ing 2,000 people. Since last fall six dealerships folded due economic advantage 
to bootleggers primarily arising out of freight differentials between Detroit and 
Seattle. Thus are hit extremely hard. Members’ new-car sales off 44.8 percent 
from the same quota last year. Bootlegger with almost no investment nor em 
ployees other than salesmen with small freight costs undersells franchised 
dealers $300 or more per car. Impact on general market most demoralizing, and 
is more telling on member dealers than the number of current model cars sold 
by bootlegger Sincerely doubt.more than one-tenth our members show profit 
1954 to date on their automobile business. Independent dealerships particularly 


{ 


continued existence of all such dealerships. Dealer business tendency is to 
liquidate before bankruptcy. This is real economic threat to Seattle. We urge 
Government decision to support legitimate business employing large numbers 
of people and having substantial capital investment as against economic rates 
by persons without capital investment and substantial payrolls. Public is the 
victim of this lack of business responsibility and integrity. Bootleggers’ percent- 
age of new-car market is increasing rapidly each month.”’—Harold L. Steiner 


hard hit If bootlegging continues another 6 months, grave doubts exist as to 


president, Seattle Automobile Dealers Association. 
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CALIFORNIA 


“Regarding bootlegging Modesto area. Have 11 used-car dealers handling new 
automobiles in volume. Approximately 325 new automobiles sold by them. They 
are obtaining 40 percent of sales. Four new-car dealers failed. Six operating 
in red. New-car dealers have 375 employees and families depending on dealer- 
ship for livelihood. Unless immediate action taken to eliminate bootlegging it 
will necessitate dealers closing and liquidating. Condition extremely serious. 
Immediate action very important.”—Gile Williams, R. B. McBride, 722 Eye 
Street, Modesto. 

“Bootlegging in Buick 25 percent of total sales 22 Buicks bootlegged in March 
beat estimates of dealers in red 50 percent. Unless some relief obtained through 
protected territories plus realistic production six dealers have expressed doubts 
as to staying in business. During 38 years in automobile business | have never 
seen the market so chaotic.”’—Fred Fletcher. 

“Our association represents some 900 new-car dealers in the northern 47 
counties of California. Those dealers, as do all dealers on the Pacific coast, 
face financial ruin unless remedial measures are immediately adopted to pro- 
tect their investment and render franchises effective. During last 6 months 91 
of our dealers out of business and vast majority remainder despondent and 
lacking for buyers but since a conservative estimate of 60 percent are losing 
money no new capital available. One town has 15 new-car dealers who compete 
with 11 used-car dealers who are selling 40 percent of new-car sales. Same 
town has had four new-car-dealer failures. Another town, 75,000 population, 
21 new-car dealers report 50 percent new cars bootlegged. One day’s registra 
tions of 76 Chevrolets in San Francisco showed 80 percent bootlegged. Of 177 
auction sales March 18 and 28, nearly 25 percent 1954 models. This morning's 
mail brings reports from 3 smalltown dealers covering motor and serial num- 
bers of 20 bootlegged cars. In short, unless west-coast dealers are afforded 
relief through equalized freight or elimination of phantom freight charges, 
selling agreements which are in fact franchises are offered dealers and a more 
realistic view of production is adopted by factories, many dealers will be forced 
out of business and present system of distribution and service will be completely 
disintegrated to the detriment of dealers and the buying public.’”—Amos T. 
Crowl. 


Senator Purrett, Our next witness is Mr. H. A. Lanphear of Rhode 
Island. 

I want to tell you, sir, that Senator Pastore wanted to express to 
vou, through me, his regrets at his inability to be here. He wanted 
to be here. He was here this morning, but he had another meeting 
to go to this afternoon. 

Mr. Lanrnuear. I met him this noontime, Senator. 

Senator Purrety. Fine. 


STATEMENT OF HAROLD A. LANPHEAR, DIRECTOR, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION, AND OLDSMOBILE DEALER, 
PROVIDENCE, R. I, ACCOMPANIED BY ROWLAND F. KIRKS, 
COUNSEL, NATIONAL AUTOMOBILE DEALERS ASSOCIATION 


Mr. LANrHEAR. For me to follow after this forensic talk that we 
have just heard from our Oklahoma friend, I feel that I am what 
might be called an amateur. So, if you will bear with me, I will try 
to tell you exactly what I know. 

Senator Purrett. You must uphold the honor of New England, my 
friend. 

Mr. Lanrnear. That is correct. 

Gentlemen, my name is Harold A. Lanphear. I am a franchised 
dealer in Providence, R. 1. I am the oldest dealer—not from age, 
gentlemen, but from service in business—in the State. 
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has good operation of that automobile. He isn’t only selling one 
particular car. He is selling anything that he ean get his hands onto. 

Now, that, in my opinion, is poor business; and if it is kept up I 
don’t see anything but the passing of the rea! automobile dealer. 

One of our dealers in Providence, after 34 years in business, and 
probably a half a million dollars at least investment, gave up about 
2 months ago, just closed the building, closed his business, was unable 
to sell out due to the fact that at the present time most of the dealers 
in this country—TI will say a majority of them, in my opinion—are 
‘n the red at the present time. 

Senator Purrety. Is that due to bootlegging alone ? 

Mr. Lanpnear. It might not be the cause, Senator, but it certainly 
is the effect of bootlegging. 

Now, I have a telegram from New Hampshire, and they say from 
10 to 15 percent of the cars being sold, the new cars being sold there, 
are bootleg cars. 

Now, I can’t say whether or not it is due to bootlegging, but I will 
say one thing: That when the bootleggers came in about 2 years ago 
buyers of automobiles flocked to them to buy their automobiles due to 
the fact they were advertising cars from $300 to $500 off. 

That is impossible for us to do and stay in business and do the 
things we have to do under our contract or under our selling agree- 
inent. 

Now, buyers of cars at that time thought that all the dealers were 
broke. In fact, one used car dealer came out and he said, “Due to 
ithe fact the new car automobile dealers have little or no money, 


the great resources of this country have been turned over to the new 


car dealers who will be able to take care of you.” 
I ealled that dealer and I told him I wanted it retracted because it 


was not the truth; but, from the advertising they were doing, it put 
lis In a position where people actually thought that we were all bank- 
rupt. 

Now, from January to February of this year we saw the greatest 
drop in the value of used cars that I have seen since I went into busi 
ness in 1914. Billions of dollars were lost to people who used auto- 
mobiles, and when they came to trade them to us we couldn't offer 
within $300 to $400 of what we had offered 3 or 4 months before. due to 
this fact the dealers were advertising them and these particular prices 
at which they were being adverised had to come out in the used car 
guides, so that the people of this country lost billions of dollars. 

Senator Scnorrret. Mr. Chairman, | would like to ask this gen 
tleman a question. 

Senator Purretn,. Yes; of course, Senator Schoeppel. 

Mr. LANPHEAR. Senator. 

Senator ScHoEPPEL. You say this thing started about 2 years ago. 
Do you sense an organized effort on the part of these types of dealers 
who aren't the accredited car dealers but, say, the bootleggers that you 
refer to? er 

Are they organized all over the country ? 

Do they have some central! head, or is it a general operation ? 

Is it every man for himself, or what is it ? 

Mr. Lanpurar. I wouldn't sav co, Senator, but at times—— 
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Senator Scuorrret. How are they able to make such a terrific 1m- 
pact ¢ 

Do they operate all pursuant to the same pattern all over the country, 
or What? 

I am asking for information. 


Mr. Lanrnuear. I don’t believe so. I think these fellows don’t have 
ue h to do with some money. W here they got it from, you and I 
don’t know. They saw this was an easy business, where it would be 
very easy to acquire some qu ck profits, which they have done, and I 
don’t think there is any headquarters or anything of the kind, al- 
though it is said that in New England tnere are some big shots, as 
they call them there, in New York City that are behind some of 
these | tlec@ers in New Eneland. Whether that is so or not, I 


don’t know: but that is the story that goes around in New England. 
Senator Scnorrret. That is all. 
Senator Purreri. I will pursue the same question here which I] 
had previously. We talked about the need, whether it was in a con- 


tract or not, of taking on a lot of additional cars which helped to 
create this surplus in areas, which in turn means the fellow who has 
these cars has to find an outlet and, therefore, resort to bootlegging 
because none of these cars comes to the bootle case r directly from the 
producer of the car. It must channel through a legitimate, recog- 
nized dealer is that correct ? 

Mr. an NPHEAR. It has to come from a new car dealer; yes. 


Senator Purrety. It has to come from a recognized dealer. 

“ey is it your experience in New England, then, that cars are 
forced upon des lers by the producers of the automobiles, so that there 
is this surplus in the market and they must find an outlet elsewhere ? 


Mr. sae aan: Well, in Rhode Island, Senator, we have a law, 
have had a law for 14 years, which makes it—it used to be—it is 
simply a misdemeanor now for the factory to coerce a dealer, to 
threaten to take his selling agreement away or to cancel his selling 
agreement. so that in Rhode Island we haven’t been bothered much: 
but I don’t think that any dealers have to take any cars they don’t 
want to take. If they w ant to say “no,” that is all there is to it. 

Senator Purrert. Wasn’t it a useless law to put in your statute 
books, then, if there was no need for it? 

Mr. Lanrnear. That was 14 years ago. We simply thought legis- 
lation would be the proper way. I think in 1939 - 1940 that there 
was really a reason for them. We really needed i 

Senator Purreiy. That there was coercion ? 

Mr. Lanrnear. Oh, yes; without a doubt, at that time. 

Now, Oklahoma, I understand, last year practically took our law 
word for word. Florida did the same thing. 

We were the first ones. 

Senator Purreru. Florida did it last year ? 

Mr. Lanrnear. No; Florida did it, 1 should say, 5 or 6 years ago, 
immediately after the war. 

Senator Purret.. I think it would be interesting, Mr. L’Heureux 
if you would get a list of the States and when they passed this legis- 
lation, and such information as you can get, legislative history on it, 
as to why they were passed. * 

I might say, too, I think it would be helpful to the committee if you 
had available for the study of the committee, contracts or copies of 
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contracts, or a form of contract that is entered into by the automobile 
manufacturers with the dealers. I would like to have those available 
for the committee. I am sure they will be available to us on request. 

Mr. Bett. We have them here now. 

Mr. Lanrnear. We have them at NADA. 

Mr. L’Hevrevux. That will be done, Mr. Chairman. 

Senator Purret.. The information you have given us as to Okla- 
homa, and Mississipp1 also—when was that passed ¢ 

Mr. Lanruegar. | believe it was 1953. 

Senator Purreny. Was that last year / 

Mr. Lanpuear. | believe it was 1953 they passed their law. 

Senator Purretn. The interesting thing is that two States, and 
possibly more, because | haven't the history of all of them, found it 
necessary last year, in 1953, to pass this legislation, which we under- 
stand there is no need of in most instances. That is interesting. 

Mr. LANPHI AR, New Y ork passed it about 3 years Ago and Gover- 
nor Dewey vetoed it -pract ically a replica of our law. 

Senator Purrrty. 1 just wondered why these States—and I don’t 
want to dwell upon it, but I just wondered why the States—last year, 
anvway, two of them, undertook to pass legislation covering a practice 
which we understand doesn’t exist. 

Mr. LANPHEAR, You have never been Ih the wuts mobile business, 
l take it. 

Senator Purrert. No; but I am learning a lot about it today, I'll 
tell you. 

Have you any other information you wish to give the committee / 

Mr. Lanrnear. Nothing I know of, Senator, but I do want to thank 
you for listening, and I do hope that, if it is within your power, that 
you W ill be able to pass this bill, that is, pass it at this session, because 
we certainly do need it or we wouldn't take our time coming down 
here and coming before you. 

Senator Purre.n. You feel this type of legislation is the only way 
in which this alleged bad practice can be corrected 4 

Mr. Lanrnear. I believe that legislation is the only way that any 
bad practice—— 

Senator Purre .. This particular legislation ? 

Mr. Lanpnear. This particular one—I believe it is; yes, sir. 

Senator Purretn. Thank you very much. 

Mr. Lanrnear. You are welcome. 

Senator Purrett. And your prepared statement, which you have 
submitted, will be made a part of the record. 

Mr. Lanrnear. Thank you. 

(The statement submitted by Mr. Lanphear is as follows :) 

My name is Harold A. Lanphear. I am a franchised dealer in Providence, 
R. I. My company is Rhode Island’s oldest Oldsmobile dealership and the 
oldest new car dealership in Providence 

As one of the Nation’s oldest franchised new car dealers, I am alarmed at 
present conditions caused by the bootlegging practice. In my judgment, if a 
solution to the problem is not found very soon, the franchised new car dealer 
as we know him today will pass out of existence 

I have been in this business since its infancy and in the past have been 
ealled upon. to meet many grave problems which have arisen as the industry 
has grown and the forces of free competition have been at work. But, frankly, 
the situation today is one of the worst I have ever witnessed. 

As a dealer who is vitally interested in the future of our business, I have 
analyzed the present situation and would like to give the committee the benefit 
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me of vy thoughts Most retailers of bootleg new cars are beholden to no 

one, factory or buyer, while the new car factory enfranchised dealer is the only 

he who can curry out the factory warranty, which requires him to maintain 

leq e st e facilities, including a large inventory of factory parts, mak 

eeded tments by competent factory trained mechanics. He must in 

in to t the time of introduction of new models to render the service 

\ | car buyer is entitled and recognizes his obligation to the pur 

ser by living up to that part of his franchise, which deals with these specifi 
requirements 

While we are on the subject of warranty let me cite an example of a pur 

hootleg aur in my own city: shortly after the delivery of the 

defect became apparent, causing the purchaser to call upon an enfran 

hised dealer for that make of car, the dealer asked for the car warranty, which 

the purchaser could not produce, and the new car dealer explained to the pur 


chaser that if he would bring in the Car warranty that he would be pleased to 
correct the fault, the car purchaser then went to other dealers handling the 


make of the car and was given the same answer by each one After a fruitless 
nd of dealers’ service departments, the purchaser paid for the repairs to the 
r himself 
Buyers of cars, both new and used, have acquired the idea that dealers are 
practically bankrupt, resulting in buyers expecting a bargain, even to the give 
away point Phis feeling among buyers has been fostered and engendered by 


not too friendly press notices, wherein the dealers’ plight has been magnified to 

ich an extent that shoppers are not satisfied with any deal unless the dealer 
gives away 100 percent of his profit beside taking a car in trade at from $200 
to $400 above the actual worth until profits have dropped to an all time low of 
OS of 1 percent 

My concern over the present situation is shared by the franchised dealers in 
my neighboring States. For example, a dealer friend in New Hampshire wired 
as follows: 

Bootlegging of new cars serious threat to future of new car dealers. Survey 
shows many new car dealers now operating at monthly loss of $1,000 and up 
due to bootlegging: many dealerships find it necessary to eliminate salesmen, 
shop foremen, and stock clerks. New-car dealer with service sales organization 
eannot compete with bootleggers having practically no expense. Many dealers 
will be forced to liquidate their business if practice continues. Important to 
survival of new car dealerships that immediate action be taken to halt this 
menace,’ 

(nother dealer friend in Massachusetts reports: 

entire automotive industry threatened by serious bootlegging situation. Un 
less curbed we cannot continue in business as authorized and franchised dealers. 
Breakdown of the distribution system at the local level will reflect itself in 


terrific loss to car dealers, their organizations, the manufacturers and their 
workers. We are presently selling approximately 100 cars per month and are 
° in the red year to date. Prior to severe price-cutting competition resulting 


from bootlegging we could enjoy normal and satisfactory profits on 50 ears 
per month. We need help to prohibit a few ruthless individual dealers from 
ruining our industry.” 

\nd from Maine comes this statement on the subject: 

“Bootlegging of new cars by used-car dealers resulting in damaging efforts to 
the public and established high overhead new car dealers. Some definite action 
to curb these vicious practices certainly must be taken.” 

These comments merely illustrate the apprehension shared by all franchised 
dealers in my area and give added emphasis to my request that you gentlemen 
give this anti-bootlegging bill your most favorable consideration. 


Senator Purreit. Since we skipped a round to accommodate those 
who were not in the room when I called the list, I am not sure whom 
we heard and didn’t hear. 

Mr. Kirxs. Mr. Marsh. 

Senator Purtrret,. Who? 

Mr. Kirxs. Mr. Marsh from Denver, Colo. 

Senator Purtett. Oh, yes. Mr. Joseph J. Marsh. 

Mr. L’Hevurevx. Is he the last one of your witnesses ? 

Mr. Kirks. Yes: he is the last one, sir. 

Senator Purrei.. All right. 
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Mr. Kirks. Our executive vice president, Admiral Bell, might take 
a moment to conclude. 

Senator Purrett. Oh, yes; we want to get any information you 
have to give us, and we are not standing on any particular ceremony 
here, | assure you. Mr. Mars 

Mr. Marsn. I have, sir. 

Senator Purrei.. Do you vish it inserted in the record in toto 
and then perhaps just cover it briefly or do you want to read the whole 
statement ¢ 

Mr. Marsu. No, sir: I should like to submit it in the record, 
Senator, and just make a few comments on it. 





1, do you have a prepared statement ‘ 


Senator Purrett, You can present your evidence any way you 
a ma 
WISH. 


Mr. Marsu. And answer any questions you might have. 

Senator Purrei.. But your prepared statement will become a part 
of the record, and that is true, if I neglected tO Say it, on the part 
of other witnesses. Their prepared statements will also be made a 
part of the record. 


(The prepared statement submitted by Mr. Marsh is as follows:) 


My name is J. J. Marsh, president of Marsh-Wimbush, Ford dealership, Denver, 
Colo I have been closely associated with he automotive business since 1925 
Never in my experience have I seen the type of automobile market which exists 
today insofar as lack of stability and security for the automobile dealers. The 
matter of bootlegging new cars to the retail buyer through unauthorized sources 
has plagued the industry in this community There are 11 authorized Ford 
dealers in the Greater Denver area and 10 authorized Chevrolet dealers in this 
area Each is franchised by the factory to sell new products At the present 
time in the Denver area there are practically 40 used-car dealers in addition to 
the new authorized Ford and Chevrolet dealers who are selling to the public 
new Ford and Chevrolet cars and trucks. The new units which these used-car 
dealers have, have come from authorized new-car dealers east of here where 
freight rates are lower. They are cars that new-car dealers have disposed of 
to used-car dealers to relieve their excessive inventories or to make a_ short 
profit in order to absorb additional products from factories. 

The further the authorized dealer is from the factory, the more of a problem 
bootle 





ging is to him. For instance, in this area the average freight cost is 
£150 on a Ford or other small car. The new cars are dumped by new-car dealers 
ar to the factory where there is little or no freight. They are bought for 
4 to S50 over invoice cost, then used-car dealers there have them driven to 
this area by individuals wanting transportation west for a total cost to the 
used-car dealer of about $20, and they arrive on this market at a cost to the 
used-car dealer of from $75 to $100 less than the new cars cost the authorized 


Iie 
0 


dealers from the factory It is imperative that the authorized new-car dealers 
buy their new units from the factory delivered at the dealer’s door at a higher 
price than the used-car dealers pay. These bootlegged cars are then offered 


as new cars in competition on this and other markets to the public and repre 
sent to them as fully guaranteed by the factory and eligible for all new-car 
services from authorized new-car dealers 

The new-car dealers will not perform the warranty service on these cars, 
and the public is left hanging in thin air as a result of the misrepresentation 
given to them by the bootleggers. The matter of rendering service to the ultimate 
buyer of a new 1954 Ford product is a very serious one. The manufacturers 
of both Ford and Chevrolet have announced a definite program, to wit: If a 
retail customer buys a new car from an unauthorized dealer, and if an authorized 
dealer declines to render warranty service, the manufacturer will not sustain 
the new authorized car dealers’ decision and thus pulls the rug from under the 
authorized new-car dealer 

The manufacturer expresses his goodwill at the dealer's expense. If the new 
cur dealer should elect to extend warranty work on a unit bought through so 
cniled bootleggers, the new car dealer is obliged to give the manufacturer a 25 
percent discount on Ford parts that he may be obliged to put in the car Ex- 
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pre d herwise. if the new Ford is ce ered to the buyer by an unauthorized 
jealer. the aut} zed dealer is obliged to give the factory a 42 percent discount 
ou | plu 10 1m ent profit and he ob ed to give the factory a 30 per- 
cent disc nt on labor. as the « t of rendering arranty on so-called normal 
cle ( As tl servicing dealer he perfor service on new Ford car sales 
hich are gene i by | r ¢ el re authorized dealers and on 
ite ’ 1! on original sale and has no obligation to 
t eD ( rea hich sell cars by auction 
“4 he CATS CO of } { \ thing but new cars being 
i ‘ ve her ‘ ( das nsequence have flooded 
\ ibnormal t by ‘ ind demoralized the value 
‘ ‘ enle In tl Denver area there 
f fro} 11 ( rie | a nd me Chevrolets per 
| rr f ‘ { t t taking into consideration 
I and 
i ! t¢ iS d ers operatil in this 
We ( 
4 
1 9g 
4 
ex: exe y s illu t nee hootleg has in- 
ere t] ( t have done S2 ! ! ! olume but the net profits 
‘ ove 6 erce f concel of tl average 
‘ n who | ey , ) equipment, 
: M and re ! nts ary to give good service, is that 
p of prof and the m ( nt future, capital abandon- 
me ‘ end res 
I have ist quoted you the profit of 148 dealers In my own case, the falling 
7 re t of the trend \ were as follows for the first half 
e year a ndicated: 1952, 3.4 percent 92 2.3 pel it; 1954, 1.8 percent. 
Our average onthly ey nse f the I 6 n are as follows: 1952, 
5,14 1953, $24,192; 1954, $23,437 
Like ir total employees mor verage were as follows: 1952, 638; 
1953, Gt 1954, 5 
rhe f res expressed above, a serious drop in profits ith t a comparative 
percen e drop in monthly average operati expenses, forced us to disenroll 
10 people from our payroll. Had we 1 le no reduction in expenses our profit 
pa id even lowe1 d we ould be even more concerned if we could 
be Dealer fat ties in this area appear to be greater than in any time in the 
! twar era Dealer fatalities may be | en doy into three forms: 
1. Dankruptey 
Dente 1its 
Dealer may have aged to the extent that he does not want to fight the 
mobile retail business and risk further impairment of his investment. 
The dealer who thinks that the automobile business is a fine business is the 
dealer who has made a heavy capital investment, who has bought additional real 
‘ te, te equipment to improve his future, the dealer who has sons coming 
mg wl ts to leave him a heritage and place him in a sound industry at 
the retail level is frankly mentally disturbed to the extent that he is actually 
dk rralized regarding his thinking and this is a common disease among retail 
tomobile dealers in this area 
We have seen from regular figures we have, that an average of 50 new Ford 
autom les a week sold by unauthorized dealers have been registered in Denver 
County during the first 6 months of 1954 We do not know how many more above 
these 1 r channels were not available to us 


On January 6, 1954, when the 1954 Ford car was announced and shown to 
the public, we had the unpleasant experience of having a large used-car dealer 
show the 1954 car to the public on his television program the evening prior to 
January 6, which was our formal announcement date. 
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In the last analysis of this problem, I might state that while bootlegging has 
placed the retail dealer in a very serious financial situation, it has also had 
its effect upon the public in the values of the automobile which they own, as 
due to this problem a 1954 car has a market value now of what the 1953 car 
should have, the 1953 car has a value of what the 1952 should have and so on 
down. From this analysis it can be seen that the public is also suffering ar 
undue amount of depreciation on the cars which they own rhe only person 


vho benefits from this practice is the individual ho wishes to buy a new ear 
and has no car to trade in on the new cat The future for car dealers is not 
very rosy Continuation of this bootle ing program has only the reward for 
the automobile dealer of no profit, failure of h business, or complete dis- 
Sipation of his assets. The dealer can make more money out of liquidating 
his investment and buyi Government bonds befor he goes broke than he 
can to remain in the automobile busine An automebile franchise was of 
value both to the factory and to the deal al ins e or nor value under 
his present scheme to the dealer The very economy of the country is dependent 
upon the automobile business a its fi re ] n such a urge part of the 
Nation's cConomy fect the enti Nil hs ¢€ ho \ 

now can be seen as a definite trend in the horizor A b ness without profit 
is doomed to fall. 

I am sure that I express the views of the franchised dealers in 1 neighbor- 
ing States The following telegram from one of the leading dealers in Wyoming 
I kes this clear: 

Dealers thir hout Wyoming are being hurt tremendou by the bootlegged 

irs and trucks that are coming i Operating under my franchise is an 

extreme hardship today because of this problem and it will be imp ble to 
continue indefinitely unless this bootlegging problem is handles 

On behalf of the authorized dealers in my section of the country, I earnestly 
request that you act favorably on this antibootlecgi bill 

ExHIBITS 

Wyoming: “Survey indicates approximately 10 percent of new cars in Wyo- 
ming beil sold bv used-car dealers Do not find any have closed up directly 
on this account. But has badly hurt their potential volume of sales and profit 
Some dealers would like to get out if they could All feel as if factories should 
take more forceful steps to prevent new cars from getting through enfranchised 
dealers to used-car lots On hundred and eighty dealers represented.” 


Wi) 


William F. Devere, secretary, Wyoming Automobile Dealers Association. 
Colorado: “Retel approximately half new cars in Colorado sold by bootleggers. 
Approximately 60 percent of Colorado new-car dealers have operated it 





red this yea At least 25 percent Colorado new-car dealers going out of bu 
ness unless something is done to stop new cars being sold by unauthorized deal 
ers There are 5GO new-ear dealers in Colorado.” fom Braden, Colorado Auto 


mobile Dealers Association. 

Montana: “About 30 percent of dealers in Montana operated in red during 
January and February 1954, MADA dealers apprehensive if bootlegging con- 
tinues. Only three failures in Montana since January 1, 1954, but many dealer 
ships on the market because of concern about future attitude of manufacturer 
and pul lic resistance to sales News of bootlegzing in other areas, cis out 
and blitz sales having marked effect on buyer thinking.”’—William H. Fredricks 


secretary-manager, Montana Automobile Dealers Association. 


STATEMENT OF JOSEPH J. MARSH, MEMBER, NATIONAL AUTOMO- 
BILE DEALERS ASSOCIATION, AND FORD DEALER, DENVER, COLO., 
ACCOMPANIED BY ROLAND F. KIRKS, COUNSEL, NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Marsn. Gentlemen, Iam J. R. Marsh, a Ford dealer of Denver, 
Colo., and I am appearing here in behalf of the Colorado Automobile 
Dealers Association. I am vice president of the Denver Automobile 
Dealers Association. 

I think my prepared statement will contain most of the meat of 
what has preceded me in testimony. 





AMEND FEDERAL TRADE COMMISSION ACT 





I should like to eall to vour attention that we, in Colorado, have 
verv critical problem, as is true mn other parts of the United States. 
We in Colorado feel that the further we are from factories the more 


ritical the de al becomes. 
Just by wavy of ce yMparison, nN the city of Denver last month 1 auto- 


mobile dealer sold 300 automobiles, new automobiles, and he ended 


up in the red. / : ; 
Now, that is a very fair comparison of what is happening out in 
the Western States. 
Senator Purrety. And you attribute that, sir, to the bootlegging 
of automobiles into Denver ? 


Mr. Marsu. Yes: I do. 


I might call to your attention the fact that we have somewhat of a 
pipeline on these auctions. We have 2 auctions in Denver which op- 
erate 2 days a week. About 90 percent of the ears that vO over those 
auctions are brandnew automobiles. 

In the Ford and Chevrolet end, in Denver County, we sell, on an 
average, of four to five hundred new cars a month, each Ford and 
Chevrolet. Our anctions carry, during a 4-week period, from four 
io five hundred new Fords and four to five hundred new Chevrolets. 
Denver County, itself, has absorbed about 30 percent of that. 

That is true in all different makes of the automobiles. 

It has Setessoratad and demoralized the automobile business and, 
ef course, the same practices exist in the Rocky Mountain area as do 
n the rest of the United States. 

Senator Purretn. Have you had any way of determining where 
these automobiles may have originated insofar as dealership went ? 

Mr. Marsu. Yes: we have, and we have lists which the NADA can 
put in evidence, insofar as the activity in the Denver area of where 
these cars come from. 

Right offhand, I might tell you they come from Michigan, Ilinois, 
Missouri, Kansas, Nebraska and some from Texas. That is where 
most of the cars channel into Colorado. 

Senator Purreit. And still we have heard testimony here from 
people from some of those States indicating that they are suffering 
from bootleg cars coming in from out of their State. 

Mr. Marsu. Yes. 

Senator Purre tt. So, you have a situation—is this correct—that 
cars come into Kansas, for instance, and are sold there on the bootleg 
market and dealers from Kansas send cars out to other markets to 
hootlee them in other States / 

Mr. Marsu. That is correct, sir. It seems to be a traffic. They 
20 Trom our State west. 

It presents very, very much of a problem, and I say there are dealers, 
big dealers, in Denver C ounty that have i in the red for 9 months, 
and have done a terriffic volume in dollars. 

Senator Purreit. And that, unless corrected, will do what? 

Mr. Marsu. Unless corrected, we see nothing but ener ge 
and a situation in which we must liquidate what we have left of ; 
sets, because we cannot operate without a profit in our business, or in 
any othel business, 

Phat is all I have to say, Senator. 

Senator Purrett. We thank vou verv much. 

Mr. Marsu. Thank you very much for your time. 
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Senator Purrett. Thank you for coming over here. 

Mr. Marsu. I would certainly like to urge, on behalf of the Rocky 
Mountain dealers, new-car dealers, your consideration for passage of 
this act in this session. 

Senator Purren.. I can assure you we will give it great considera 
tion. That is what we are here for. 

Mr. Kirks. May Admiral Bell es 

Senator Purreti. Yes: we will be glad to have the admiral back 
again. 


ADDITIONAL STATEMENT OF FREDERICK J. BELL, EXECUTIVE 
VICE PRESIDENT, NATIONAL AUTOMOBILE DEALERS ASSOCIA- 
TION, ACCOMPANIED BY ROWLAND F. KIRKS, COUNSEL, NA- 
TIONAL AUTOMOBILE DEALERS ASSOCIATION 


Mr. Beni. Thank you, Mr. Chairman. This will be very brief. 

I thought it would be important in our case to touch upon 1 or 2 
things you have brought up—and very important things they are, 
too. 

First of all, sir, this national association is composed of 33,000 
dealers, with a itestor in every State and a staff here in Washington. 

We are in the unique and sometimes very happy position of the 
staff, Dr. Kirks and my other associates and myself, of not having a 
franchise with the factory. We are not in the automobile business. 
We represent those who are in the automobile business and, so, per 
haps we can, in a degree, take a more objective approach in viewing 
the overall situation. 

Recently, in Detroit, at our semiannual board meeting, our direc- 
tors unanimously endorsed a policy that, with regard to any problem 
in the field of factory relations, and there are m: iny of them, we should 
follow a fairly set formula: First, collect the facts; second analyze 
those facts and decide what we think to be a good solution: and then, 
third, to present that solution at the policymaking level of factory 
management. 

Now, you might say that is a voluntary approach, and we are not 
so naive as to feel a voluntary ap proach will lick all be problems, 
particularly those of a highly competitive nature; but, as an example, 
jast fall there was the beginning and rapid aesite ‘of something 
called the blitz sale. It was a very bad thing and it was restricted 
principally to one manufacturer, and through our organizational 
setup we obtained the views, we collected the facts from his dealers 
and we analyzed those and devised a solution, and we went to Detroit 
and presented those facts and the solution to factory top manage- 
ment, and the blitz sales stopped. 

We are trying to do that rather than to take a more impassioned 
approach, 

As I say, there are many problems. It is a young industry. It is 
only slightly more than 50 years old. It is in a constant state of 
evolution, and I will say, too, the factories as well as the dealers are 
facing new economic and market conditions. or at least conditions 
they have not been forced to face for a great many years. They have 
their headaches, too, in their top management. M: iny of the things 
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hat Mr. Norton said so ably are perfectly true in varying degrees 
and with v arying factories. 

[ think it perhaps is dangerous to make too many generalities out 
of things that might in some instances be isolated cases, in others that 
would not apply at all to other factories, and others apply generally 
across the board. 

Senator Purrei,. Now, may I interrupt, sir? 

Mr. Beit. Yes, sin 

Senator Purretyt. It would appear, No. 1, and again I am trying 
to find out what the answers are, there are two States and probably 
more I wasn’t fortified with the information— 

Mr. Bexn. I think there are seven. 

Senator Purre.ti. Seven. 

But there were two that found it necessary in 1953 to protect their 
dealers apparently, and I haven’t read the laws, but I would judge, 
from what has been said, to protect their dealers against this coer- 
cion, Whatever nature at all, that apparently was being exerted by 
manufacturers to take cars. 

It is hard for me to believe—but if you tell me s« I pete micnd will 
believe it that the manufacturers have one policy h Arizona and 
that same policy in Mississippi, but do not have that same policy in 
the other 46 States. I beheve that any tee the manufacturers 
might have might well be a national policy 

Now, here are 2 States that found it necessary, ap pare ntly, within 
the last 12 or 15 months, to pass legisl: ation protecting o r the dealers 
against the very thing that I understand doesn’t exist. I mean I have 
been told it doesn’t exist. Now,thatisaw fully hard to believe, isn’t it ? 

Mr. Bett. May I try toclarify the thinking on that ? 

[ think what those seven States have done is perhaps a trend. I 
think you might find more oe, laws being enacted, but I am not 
P re pared to say at the moment, sir, that those State laws are directed 

alnst or brought into bel Ine ate of f; ic tory coerce ion. 

Mie. to say that factory coercion does not exist at all is nonsense. 
Of course it exists, and in a highly competitive market it is going 
to be more active than ina pete that isnot highly competitive. 

Senator Purret,. What I was trying to find out was its relation- 
ship to this bootleg situation that: you have today. 

Mr. Beit. I can only say again, sir, very quickly, that we went to 
Detroit, and ; have no reason at all to doubt the sincerity or the hon- 
esty of Mr. Curtis and Mr. Ford and Mr. Culbert and Mr. Mason 
and the ane ‘rs with whom we talked, and te were the first to agree 
that in a large organization, such as each of those are, it is obvious 
that a policy that at the top might be perfectly clear cut and honest 
and eli an gets warped and distorted as it get down the line, and they 
were the first to admit that they, too, had some managerial mistakes 
in their field representatives and their regional representatives. 

On bootlegging itself, sir, 1 should like to say this: that bootlegging, 
rather than being a desperation measure, has become in many in- 
stances almost a profession, and we think that is bad. 

Senator Purre... It started out, however, as a desperation measure, 
did it not? 

Mr. Bett. In many instances it did, and that despe ration in many 
cases was brought about by factory pressure, and in some instances 
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by managerial incompetence on the part of a dealer who, himself, was 
facing competition for the first time—and there again it is dangerous 
to generalize on those things. 

Senator Purre.u. Yes. 

Mr. Bein, And I merely wanted to come back and say our policy, 
we hope, Is not naive, but our policy is one ot seeking voluntary meas 
ures to take care of industrial problems within the industry, to come 
to you openly, as a last resort, and that is why we are here today. 

Senator Purreti. It would appear that you would, to some extent, 
anyway. relieve your bootlegging situation if the law which, as I 
understand it, was passed in Oklahoma might apply in all States. 

Mr. Bett. I am not prepared to answer that. 

Are you, Dr. Kirks? 

Mr. Kirxs. I don’t think we can generalize. 

Mr. Beix. I am not prepared, sir, to say. 

Senator Purrern. | am not making a general statement to say if 
would. Iam trying to think it out, but we are confronted with these 
ideas today. . 

Mr. Betx. I would say there is unanimity across the country today 
by dealers and factories that this legislation which is under considera- 
tion by your committee would provide the answer. 

Senator Purret.. That is right, but I am trying to find out whether 
it is the only answer because, along with it, it may well set a pattern 
that we would find ourselves confronted with in other industries’ prob- 
lems and the settlement of other industries’ problems. You really 
get into a wide field when you get to such a piece of legislation. 

Mr. Freep. May I interrupt ? 

Senator Purretu. Mr. Freed. 

Mr. Freep. I just want to remark on one thing, and that was the 
question you just asked Admiral Bell, if this law were put into effect 
in other States. J am not familiar with the law. but, as I understand 
it, it would make it illegal for a factory to coerce dealers. 

Senator Purren.. I didn’t understand it had to do with coercion. 

Mr. Freep. Well, that is right, but my point is this: Many dealers 
today—you have heard dealers who are engaged in selling cars for 
unauthorized sale to resell to people who are engaged in it as a business 
today. It has almost reached the case in some instances where that is 
becoming a more important part of their business than the retail 
business, and I don’t believe that law would be effective, as I under- 
stand it, in those cases. 

Senator Purretn. I would agree with you. 

Mr. Freep. Yes. 

Senator Purtrenn. It hasan attraction now as a means of additional 
moneys, whereas it started out as being a means of relieving one’s self 
from overloading. 

Mr. Frerp. Yes, some time ago, when there was a rapid change. 

Senator Purrety. Yes. Thank you. | 

Mr. Stoare. I will be very brief. but I think there might be some 
confusion in your minds. I might be wrong on this. 

Senator Purtetz.. There is a lot of confusion in my mind here a 
lot of times. 

Mr. SLOATE. T think there micht be some confusion about how 
dealers in Texas could be hurt with cars coming from Michigan and 
still in Colorado some cars came from Texas. 
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You see, in our business, it is easy for a man with that intent to ac 
( umulate qu tea few cars, hee ause if Is generally the practice with So 
many models and so many differences and so many differences in mod 
els for a dealer to call up another dealer and say, “Can I have a cer 
tainear’ Can I havea certain color / 

So, he sends a man over and he picks it up. You have no way of 
telling if he isa legitimate dealer, and if he was getting it at your 
cost it would appear he was the owner of the car, although he had 


omebody pick it up in Detroit, asa favor. 
| had a tanh ci all up, and he Wi aca de livery, and he ] 1c ks up a car 
and it ends up in: i Colorado sale. There is quite a lot of traffic. 


Senator Purreii. Yes. 

Nir. SLOATI And that could be possible for one person to accumu 
late quite a stock of cars from other dealers as a favor. 

Senator Purrets. Thank you, Mr. Sloate. 

Do you have any way of clearing that through your organization ? 

Mr. Stoatr. No. 

Mr. Freep. You can only deal in history. 

Senator Purrets. I want to keep this as orderly as I can, and still 
Iam willing to hear all the witnesses who have appeared. 

Ilave you appeared before ? 

Mr. Carey. I have not. Mr. Chairman. 

Senator Purretn. Are you with the National Automobile Dealers 
Association 7 

Mr. Carry. Lam president of the Rhode Island Dealers Association. 
[ am representing it here today. I have a prepared statement. It 
would take me about 3 or 4 minutes to read it into the record, if I may 
have your permission. 

Senator Purrett. Come up and read it in, 

Thank vou ve ry mue h. 

Mr. Kinks. Thank you. 

Mr. Beti. Thank you very much, Senator. 

Senator Purren.. Is it your wish to supply us with those contracts ? 

Mr. Kinks. Yes; I have taken it up with Mr. L’Heureux and we will 
supply anything you wish. 

Senator Purrety. Thank you, and we appreciate your cooperation. 
We are trying to find out the solution to this problem. 

Mr, Kirks. We will be willing to make anything available to you 
that will be of help. ; 

Senator Purren.. IT think, Admiral, Mr. L’Heureux had a question 
ortwo, if you don't mind. 

Mr. L>Herurevx. Admiral Bell 

Mr. Freep. He stepped out just a moment. 

Mr. L°Hevurevx. I could ask you the same question. 

Admiral Bell was pointing out that he didn’t have any manufac- 
turers’ agreements like the rest of you dealers have, but J think you 
could answer the same question. 

Iam wondering what would happen if this bill were not amended 
to require the manufacturer to terminate the sales agreement, if the 
dealer does bootleg, because you have pomted out here that it is a 
very serious problem for the dealer—and I can understand why you 
didn’t require the manufacturer to terminate; it is sort of a courteous 
net toward the manufacturer. However, the manufacturer’s interest 
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is somewhat different from the dealer's, in a sense. He wants to keep 
the dealer in business, but supposing the Congress does not require 
that the manufacturer terminate the agreement if the dealer bootlegs, 
and the time comes when cars are difficult to sell and a dealer has a 
tremendous turnover, 4 or 5 times what he normally has; there would 
he a temptation on the part of 1 manufacturer or more to say, “Well, 
let’s be easy with him; he is bootlegging, but he is pushing those cars.” 

Can you see any serious objection to making the discontinuance 
of the franchise mandatory i 

Senator PurreLt,. Or do you wish more time to think the answer 
out / 

Mr. Freep. Well, I would say this: I would say it was the unani 
mous decision of our board of directors of the national association 
that if we could secure this amendment to the antitrust laws as sug 
gested to your committee that we felt the matter could be handled, 
hecause we believe that the manufacturers today are so thoroughly 
dependent on our organization, our dealers, to sell their automobiles 
that they will enforce it through their own volition, and we think it 
would be satisfactory to that clegree. 

| operated under it as an individual dealer in days gone by with 
only a S75 penalty. That was in our agreement. They were all the 
same. 

Mr. L’Hevrevx. In other words, your answer is that in the 40 
years when the clause was in the sales agreements, it worked nicely 4 
Mr. Freep. That is right, sir. 
Mr. L°Hevurevx. And you had no difficulty with manufacturers ¢ 

Mr. Freep. That’s right, sir. 

Mr. L/Hrevrevx. And they cid discontinue franchises when the 
facts warranted such action ¢ 

Mr. Fri ED. That’s rioht. We had a few violations, of course, but 
it was worked out. There was no problem. I collected a few $75 in 
days gone by, but when you collected it once or twice it didn’t happen 
again because it took the profit out, and the only way you are going 
to stop it, in my opinion, gentlemen, is to take the profit out. 

Mr. L’Hevrevx. Thank you. 

Senator PurreLy. Thank you for coming here, and I want to thank 
all the witnesses for their patience in being here today. 

This witness is Mr. Leo B. Carey, | believe, who is from the Rhode 
Island Automobile Dealers Association. 

Mr. Carrey. That is right; president of that association. 

Senator Purrei.. You may proceed, Mr. Carey. 


STATEMENT OF LEO B. CAREY, PRESIDENT, RHODE ISLAND 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Carey. Mr. Chairman, I have been in the automobile business 
for 34 years: 24 vears as a dealer in new cars and trucks, located in 
West Warw ick, re. iL. 

I appear before this honorable committee of the Senate of the 
United States and respectfully request your support of S. 3596. 

This bill, if enacted into law, would permit manufacturers to rein 
state an antibootlegging clause in their selling agreements with retail 
automobile dealers. Such a permissive clause, if and when followed 
through by the manufacturers, would do much to eliminate the sale 
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of new authomobiles by nonauthorized or nonenfranchised or by used- 
car dealers, m: ny of the sh: weer varle ty. 

Bootlegging of new cars by the above pee groups is a serious 
threat to each and every new-car realer in Rhode Island, with his 
large investments in building, tools, marta, and equipment. 

It is true that the used-car dealers, in most instances, do purchase 
these new cal from new-car de ale rs who are overstoc ked with cars, 

Senator Purre.n. Why are they overstocked, Mr. Carey? 

Mr. Carry. That is the $6 4 question. 

Senator Purre.. Yes, but it is a good question. 

Mr. CAREY. ] have he card many- there was one man of the assocels a- 
tion that called me yveste rd: ly afternoon. A fac tory represent: itive 
called upon him and was trying to induce him to t: ake an additional 
supply of 1954 cars. The argument he was using went something 
like this: “Now, if you don’t take your proportionate share of these 
1954 automobiles it is going to delay new models probably an addi- 
tional month, until we can find some dealers to take these cars. 

For that reason, I think the overstocking of cars in a good many 
instances is forced upon the dealers by the factory representatives. 

Senator Purtrern. And then, if he can’t find a market in his local 
aren he is going to bootleg them, isn’t he? 

Mr. Carry. That is correct. 

When these sales by other than enfranchised dealers are reported 
to the manufacturers, they, the manufacturers, tell us they cannot 
penalize or cancel the enfranchised dealer who sells a car to a boot- 
levoer because of existing antitrust laws. 

How is the purchaser of these cars from other than an enfranchised 
dealer affected ? 

Each new car purchased from an enfranchised dealer carries a 
new-car warranty. This warranty runs up to 12 months by most 
factories. Each new dealer is required to purchase special tools 
for the servicing of their respective cars at each model change and 
pure hase a n adequi ite supply of parts. Each new-car dealer is re- 
quired to Sn his service manager and mechanics to factory-conducted 

chools } in order that they may know how to service the cars properly. 

Cars cannot tod: lV be properly serviced by inde} ye ndent | garages or 
uperservice stations due to many new innov: cient. such as the auto- 
— transmissions, power steering, power brakes, et cetera. Special 

ols and schooled mechanics are required to make the necessary re- 
aa and adjustments. 

A factory warranty is null and void unless the car is sold by an 
enfranchised dealer and, I therefore, submit, in view of the fore- 
going, that S. 3596 is in the public interest. 

There have been many instances where a purchaser would purchase 
a new car from a nonenfranchised dealer and, because of improper 
adjustments and lack of knowledge of the correct type of lubricants 
used in automatic transmissions, costly repairs have had to be made 
entirely at the purchaser’s expense. 

The situation which confronts the retail dealers of America, and 
which is detrimental to the public interest today, and I refer to boot- 
legging, is due fundamentally to overproduction by the manufac- 
turers and the indiscriminate shipping of cars to new car dealers whe 
do not have an outlet for them. 
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Two of the largest manufacturers today are engaged in a race for 
first place in sales. They are offering and suggesting to their retail 
dealers various plans, contests and bonuses for the sale of their respec- 
tive cars. This results in all dealers having to give excessive used-car 
allowances in order to be compet itive. 

Overproduction is the reason for a new type of dealer today, and 
that is the so-called volume dealer. This is the dealer that is en- 
couraged by the manufacturer to give long trades, using such methods 
as “would-you-takes,” free interest and insurance up to 24 months, a 
free trip, alle xpenses pi aid, to some vacation spot or metropolitan cen 
ter, a new refr igerator, a new te slevision set, and m: ny other unethical 
baits to get the prospect into their salesroom. The volume de salers 
then use all kinds of high pressure ti acties to get the prospect’ s name 
on the dotted line. 

Senator Purret,. May I interrupt a moment ? 

Now, we are discussing bootlegging and its effects upon the auto- 
mobile dealers’ interests, but is bootlegging or would bootlegging be 
any worse than what you have described here where a dealer is induced 
or certainly influenc ed consider: ably to buy more cars than he feels he 
can dispose of and he gives overallowance on used cars? 

What you are really interested in is that spread between your cost 
and on selling price; isn’t that right ? 

Mr. Carey. That is correct ; yes, sir. 

asker PurreLi. Now, you could reach that point where there is 
only $50 or $100 left in the sale of a new car because of the overallow- 
ance on a used car, and that could be just as detrimental to this 
business as bootlegging, 1f no bootlegging existed at all. 

Mr. Carry. That is correct. 

Senator Purretn. But if you pr acticed this overallowance to on 
point where vou had no profit le ft, you would rob the business of 
attrac tive ness: is that correct ? 

Mr. Carry. That is true. 

Senator Purre.n. So, actually, you are licking the bootlegger on 
the one side, but are you overcoming the thing that causes the boot- 
legeer by this legislation ? 

Mr. Carry. No. In the year 1953 1 million more cars were pro- 
duc ed ths an the American buying pub ic had intended to purchase or 

e dealers could sell profitab ly. The same number in excess of actual 
mere will be overproduction this year. 

This honorable committee might well ask the question as to what 
can be done about it. 

Before giving the answer, I would like to close my remarks with this 
statement: I, as a retail dealer, was opposed to Government controls, 
but sinee controls have been discontinued we, the retail dealers of 
America, have gone through a most difficult period. 

The answer to the question that I have propounded might not be 
well received by this committee, by the manufacturer or even by some 
dealers, but in my humble opinion would be acceptable to 95 percent 
of the dealers in these United States. That is this: Control or limit 
production to 4,750,000 cars in any given year, 

It could be accomplished in this manner: Select a year in which the 
production reached the suggested maximum and allocate percentage- 
wise to the various manufacturers their share of cars manufactured in 








140 AMEND FEDERAL TRADE COMMISSION ACT 

that year. The suggested formula could be put in effect and then, 
gentlemen. the troubles of the dealers of America would be over and 
they again could make a profit of not four-tenths of 1 percent, which 
most of the dealers are making today on the cars that they sell, but 
more in proportion to that profit which the manufacturer 1s now re- 
celving, W hich Is reported to be LS percent. 

Senator Purrett. Mr. Carey, would you permit me to interrupt a 
minute ¢ 

{re you not suggesting stagnation in the industry by your pro- 
posal ¢ 

What you say Is that these 4.750.000 cars, which is somewhat of an 
arbitrary figure—we have a growing country here; growth and ex- 
pansion is the whole future of our country. That is where our future 
lies, in its expansion, and what you yr suggesting is that a formula 
be adopted where each manufacturer be permitted X number of cars 

nder the cement. 

Mr. Carey. That is right. 

Senator Purret.. What stimulation would there be for one par- 
ticular manufacturer to go out and produce a better automobile, to 
make it more attractive to the public ¢ 

Why, that is what makes America- competition and we compete 
by making ourselves or the article we are trying to sell more attractive 
to the buyer: and if you say to a fellow, * You're only going to get 12 
percent of the sales.” and you say to another fellow, “You are going 
to get ZZ percent of the sales.” in ny humble opinion, you have got 
tagnation and you have got no forw: ard progress. 

Mr. Carey. Well, Mr. Chairman, hasn't there been something said 
recently about the so aie d Big Three absorbing the entire market / 

Senator Purre.t. Now you have rot another prob lem. 

Mr. Carey. Is that good for our economy 

Senator Purretn. You have another tle there. I don’t think 
you solve it by your suggestion, if I may say so, because I fear what 
you advocate. You want the Government to step in and set up a 
formula and say that you are allowed to make so m: any cars. I would 
say, as one of the legisl: ators down here, that idea is ab horrent to me. 
1 don’t subscribe to it, and I wanted you to aay it. 

Mr. Carey. O. K., sir. 

The time-honored system of distribution and retailing of automo- 
biles would be saved, millions of dollars now invested by the small- 
business man would be saved and much distress, bankruptcies, and 
even suicides might be averted. 

Senator Purre.t. What would you do for the fellow who wanted 
to come into business, like you came into it, when you came in? 

He would have no chance, would he? 

Mr. Carry. You means as a manufacturer ? 

Senator Purrett. No; as a distributor. 

You would have to wait until somebody died or until somebody 
folded up. , ; 

Mr. Carry. IT am speaking on the manufacturing level, Mr. Chair- 
man. 

Senator Purre.L. You are sepaking about the number of cars. You 
will manufacture 4,750,000 ears. 

Mr. Carry. That is correct. 
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Senator Purrert. You have presently an agency through which 
these cars could be sold: is that correct / 

Mr. Carry. That is correct. 

Senator PurTeLL. So, if you want to get in the business, assuming 
you have got good distribution today, you have to wait until somebody 
dies or until somebody fails in order to get into business. 

Mr. Carey. I think that is true today, Mr. Chairman. 

Senator Purret.. Would you say if we had this law 20 years ago 
we would have the expanded industry we have today ¢ 

Mr. Carry. Well, I think, of course, it would have to be more or less 
flexible, that is, the number of cars that would be put out in any given 
year, 

Senator Purren.. What you want is a controlled production / 

Mr. Carry. That is correct. 

Senator Purret.t. And, to that extent, a controlled econon.y 4 

Mr. Carey. That is right. 

That, Mr. Chairman, will conclude the reading of my brief. 

Senator Purrer.. I want to thank you for coming. 

Mr. Carey. And I want to express my sincere thanks to you and, 
through you, to each and every member of the committee. 

Senator Purretn. You are not speaking, of course, for the NADA ? 

Mr. Carey. I am not, sir. 

Senator Purret,. You are sepaking an an individual exercising 
vour right to come down here before a senatorial committee and ex 
press your views ¢ 

Mr. Carry. That is correct. 

Senator Purrett. And that is the ri 

Mr. Carty. Thank you, sir. 

Senator Purren.. You are entirely welcome. Thank you for 
COomMmInYg. 

That concludes, I believe, the testimony of those proponents of 
the bill. 

Now, we will listen to the opponents, and our first witness is Mr. 
Ric hard . Webster. ot Salisbury, Mad. 

Mr. Webster. 

Mr. Donatp D. Wepsrer. Senator Purtell, may IT sit with my 
father? 

Senator Purreti, Certainly. We will be glad to have you. 

Mr. Ricuarp C. Wepstrer. Senator Purtell, 1 have a statement | 
would like to hurry through and not burden you too long. 

Senator Purre.yt. Now, we have had all morning and part of the 
afternoon for the proponents of the bill and 1 don’t want you to 
hurry at all. We have only two witnesses who are opponents of 
the bill, and you take all the time you want to take. 


rht that every American has. 


STATEMENT OF RICHARD C. WEBSTER, SALISBURY, MD., ACCOM- 
PANIED BY HIS SON, DONALD D. WEBSTER, ATTORNEY 


Mr. Ricuarp C. Werster. Thank you very much. 

My name is Richard CC. Webster. I live in Salisbury, Md., and 
presently am engaged full time in running the Somerset Seafood 
Co., which I own. However, I was in the automobile business from 
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1920 to 1953, and it is that experience which I believe qualities me 
to testify on 8. 3596 and H. R. 9769, its companion. 

Before discussing my background and the bill under consideration 
today, I believe it would be helpful to outline my views: 


First, I am unalterably oppos sed to new car hootlegging. In addi- 
tion, I am equ: uly opposed to = host of other nefarious gyp devices, 
misleading ads, crooked financing gimmicks, packed insurance charges 
and other sales schemes aide “too many new car dealers have re- 


sorted to of late in order to reduce their swollen inventories, 

Second, I believe that the fundamental cause of these evils is the 
one-sided power which automobile manufacturers have over the 
operation of independently owned new car dealers—for example, 
the power to force or require the dealers to buy more cars, parts, 
and accessories than they want or can possibly dispose of at anywhere 
near manufac turer su iweested retal 7 prices. 

In support of this belief, I will offer for your consideration such 
tmimpeachable vatheebliian as Mr. Paul Hoffman, chairman of the 
board of Studebaker, who was recently quoted by a leading trade 
publication as having said that new car bootlegging is caused by 
overproduction of certain automobile manufacturers, 

Third; thus, believing that automobile manufacturers already 
have too much power over new car dealers, I am opposed, very much 
opposed, to ink reasing such powers, 

Fourth, ] ame espec lt ally op yposed t oO the passage of any Federal 
law which would give congressional approval, directly or indirectly, 
expressly or by se ne to the form of dealers’ sales agreement 
now used Dy automobile manufacturers, unless and until Congress or 

appropriate investigatory body—for example, the Federal Trade 
C ommission or, preferably, the Department of Justice—has made a 
careful and detailed study of the competitive practices in the auto- 
mobile industry: and, in particular, of the contractual relationships 
between automobile manufacturers and their new-car dealers. 

Fifth, therefore, | respect fully recommend that S. 3596 and H. R. 
9769 not be favorably reported, let alone enacted. 

Senator Purtrty. May I interrupt a moment, sir? 

Could you tell us what publication you referred to when you said 
Mr. Paul Hoffman was quoted by a leading trade publication ? 

Mr. Ricwarp C. Wersrer. The Automotive News. 

Senator Purrety. Is it in your testimony later? 

Mr. Donatp D. Wepster. In er = ull. 

Mr. Ricuarp C. Werstrr. Yes, s 1 full detail. 

Senator Purrrty. Thank you. 

Mr. Ricwarp C. Wessrrr. Sixth, if Congress wants to enact legis- 
lation now which will stop bootlegging and many other automotive 
sales practices so damaging to the public, I recommend the two fol- 
lowing alternative courses, in order of my own preference: 

A. Enact Federal legislation patterned after various State stat- 
utes—F lorida, Nebraska, Wisconsin, Oklahoma, Rhode Island, Vir- 
vinia, and, in the last couple of months, Mississippi, and others. 

Those States have exercised their police power to protect the public 
from being caught in the economic cross-fire of manufacturers seeking 
production records and dealers trying to stay solvent. 
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Caveat: This State-type legislation would have to be drafted with 
ereat care because of what I am told are serious constitutional ques- 
tions involved. 

B. Or, alternatively, enact a bill similar to H. R. 9354, recently in- 
troduced by Congressman Whitten. That bill would make it an un- 
fair trade practice for an automobile manufacturer to force or require 
a dealer to buy more cars, parts, accessories, and so forth, than the 
dealer, of his own volithen: wanted. Further, it would make it un- 
lawful for an automobile manufacturer to terminate the franchise 
of any dealer who refused to buy more cars, et cetera, than he wanted. 

Senator Purreti. May I interrupt a moment, if you don’t mind, 
Mr. Webster ¢ 

Mr. Ricnarp C. Werster. Yes, sit 

Senator Purrett. We have a merchandising problem there, haven't 
we ¢ 

I think we will have to agree you have good sales organizations and 
bad sales organizations. You have some that must be stimulated. 

[ think there is a limit to that type of stimulation, but if you made 
it incumbent upon the manufacturer now to prove that it was not 
because of a request to sell ec ‘ars that he disassociated himself with 

. dealer you would really be raising hob with the industry, would 
vin not ? 

Mr. Ricwarp C. Werster. Yes, sir. 

Senator Purreti. In other words, if you said to a fellow, “Just 
because you don’t sell more cars,” or if a fellow said, “I don’t want 
any more cars because I can’t sell any more cars,” and it was not 
possible for the manufacturer to disassociate himself from that dealer, 
you would have rather a chaotic situation in the industry, would you 
not ? 

You have got to get somany sales out of a territory. 

Mr. Ricuarp C. Wesster. Oh, yes, sir; that is true, but the auto- 
mobile manufacturers have been for the past year or year and a 
half trying to get 2 or 3 times the normal number of potential sales 
in the territories in order to keep up this rat race they are running 
of who is going to be first in production, and the automobile dealers 
are standing the losses. 

Senator Purreti. They carry it beyond reason, you feel 

Mr. Ricwarp C. Wersrer. The y carry it be yond reason, and then— 
these dealers here know it—if they don’t do what these factories s ay, 
they are going to have their he: ad chop p ed off when a renewal comes 
along a year from now. 

Senator Purrety. You don’t mind these interruptions ? 

Mr. Ricwarp C. Wesster. No, sir; not at all. 

Seventh, however, my best advice is that instead of enacting any 
legislation now you request that the Department of Justice—which 
I understand is presently studying competitive practices in the auto- 
mobile industry and manufacturer dealer relations—promptly com 
plete its study and report its findings and recommendations to you. 
If this cannot be done by the first of next session—and, perhans even 
if it can—TI intend to do all I can to persuade certain key Members 
of Congress who are interested in both the public and American small 
business men to start gathering certain factual information directly 
from the new-car dealers and ex-dealers of their States. Thus. these 
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Members of Congress will be able to move effectively in the recess 
months and the early part of next session to protect these small busi- 
hesses, the thous: inds of peop le the vy emp oy and the pub lic. 

Now, so that you will underst: und why I, a dealer for over 15 years, 
might appear to be on the op posite side of the fence from the National 
Automobile Dealers Association, insofar as this bill is concerned, let 
mie Say that it is necessary that you understand a creat deal rages 
factory-dealer relations before you will appreciate the full truth i 
my statement that, in spite of its sponsorship of this bill, NADA i 
unquestionab ly the best dealer's organization in the country. 

While some liken NADA to a company union, dominated by auto 
mol ile manutas turers, | certainly do not. 

The more I have thought about why NADA would sponsor a bill to 
give automobile manufacturers even greater power than they presently 
have over ndependently owned car dealers, the more | have convinced 
myself that many of the dealers cg make up NADA are so afraid of 
manufacturer retaliation that they refuse to permit NADA to sponsor 
or publi I favor any le ee which would curb the power of the 
factories. 

While I do not know the facts, I doubt that NADA publicly endorsed 
or supported the laws passed by Florida, Wisconsin, Nebraska, Rhode 
Island, Virginia, Oklahoma, Mississippi, and several other States 

tich make it unlawful for automobile manufacturers, doing business 

those sstates, to force or require hew-cal dealers to buy more cars, 
t cetera, than they want, or to terminate dealers’ franchises for refusal 
to buy. 

Senator Purre... I wonder if we might throw a little light on that. 

Mr. RicuarpC. Wersrer. Yes, si 

Senator Purrec.. TL wonder if the head of the association would in 
form us, or the admiral would inform us, as to whether or not the 
issoclatlol 

Mr. Bei. I beg your pardon, sir. 

Senator Purrety. Phat is quite all right. 

Phe question arises as to whether or not—the witness has stated : 

While I do not know the facts, I doubt that NADA publicly endorsed or sup- 

ted the laws passed by Florida, Wisconsin, Nebraska, Rhode Island, Virginia, 
Oklahoma, Mississippi, and several other States which make it unlawful for 


mobile manufacturers, doing business in those States, to force or require new 


car dealers to buy more cars, et cetera 


and so forth 

Now, it Whey well be you don't fee] it is within your scope of your 
ietivity, that these are State measures, but did your assoc lation take 
inv stal don this? 

Mr. Beit. As you point out, sir, NADA isa national association and, 
is such, we try not to inject ourselves unduly in State and local matters; 
but those laws were enacted into law at the instigation of our own mem 
bers 1n those States. 

Senator Purret.. But your organization, as such, expressed no 


opinion one way or another or took noaction one wi L\ or anothe or é 
Mr. Bev... Our rganization affords counsel and affords help 1 
stances of that kind at the request of dealers in a State; but we did not 
send our national counsel to the State to aid in the passage of the laws. 
Senator Purre.tt. So, you neither opposed it nor appeared as pro 
onents of the measures at these State bodies: is that correct / 
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Mr. Beti. I would like to make clear, sir, that where our members 
ip any State wish for the passage of a law we do, too. 

Senator Purrets. Thank you. 

Senator Monroney. Is the fact that the seoments of the National 
Automobile Dealers Association that you represent are also the seg 
ments of the industry that are represented by the Oklahoma Auto 
mobile Dealers Association and the Florida Automobile Dealers Asso 
clation ¢ 

Mr. Bein. Yes, Senator Monroney. 

Senator Monroney. It is an integral part of your organization, but 
on a statewlse basis ? 

Mr. Beti. That is right. 

Senator PurrenL., Do they belong to your organization on a state 
wise basis or as individuals / 

In other words, does the Florida automobile dealers organization 
belong to your organization as an organization or do they just be 
long to two or@anizations / 

Mr. Bett. Not as an organization, except to this degree, sir; that 
they are partially subsidized by the national association. 

Senator Purrety. The State organizations are / 

Mr. Bein. Yes, sir. 

Senator Purret.t. Do they have membership of any kind in your 
organization 4 
Mr. 131 LL. Well, some of them have a blanket membership. If you 


belong to the State, you belong to the national. Some don’t. There 
are two different memberships. One is the State membership; one is 
the national membership. You can belong to the State without be 


longing to the national. You can belong to the national without be 
longing to the State. 

Senator PURTELL. os you belong to both, the fees, I imagine, ure 
greater than if you just belong to one! 

Mr. Bextx. That is correct. 

Senator Purrett. What you are telling me, then—am I correct 
in this—is that you can join both or you may join either: is that 
right ¢ 

Mr. Beir. Exactly, sir. 

Mr. Donatp D. Wenstrer. Senator Purtell, I might say, in that con- 
nection, my father’s automobile agency was a member for, I think, 
Lo years 

Mr. Ricuarp C. Weprsrer. Seventeen. 

Mr. Donatp D. Wessrer. Seventeen years—of the Maryland or- 
ganization, which in turn is represented by the National Automobile 
Dealers Association. 

Senator PurretL. Thank you. 

You may proceed, if you will 

Mr. Bet. May I correct that ? 

The Automobile Dealers Association stands on its own feet, has 
complete autonomy and is not beholden, nor is any State organization, 
to the national. 

Tsay we partially subsidize them through returning a portion of oun 
members’ dues to the State members, but they have complete autonomy. 

Mr. Donatp D. Wersrer. May I have the record clear and my im 
pression straightened out in this matter. 
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[ understood that NADA represents every State organization, and 
perhaps my understanding is incorrect. 

Mr. Bex. It is incorrect. 

Mr. Donautp D. Wessrer. It is incorrect. 

Senator Purvre cnt. The y do not re present the State organizations ¢ 

Mr. Bett. Not as such. We represent dealers. 

Mr. Donatp D. Wessrer. One further thing, then: How are in- 
dividual dealers contacted, or were individual dealers contaeted in 
this? 


That is what is bothering me. 
Perhaps it is not bothering you, sir, and I don’t want to pre- 
sume 
Senator Purrett. You are asking the question as to whether they ; 
were notified through NADA ¢ 
Mr. Donatp D. Wepsrer. Each individual member. I wondered 
about that. That was my question. 
Would you feel you wish to answer it ? 
Mr. Bett. I will be very glad to answer it, Mr. Chairman. 
Phe policy of NADA is established by the 54 elected directors of 
the association. ‘Those directors represent 1 man for each State plus 
6 major metropolitan areas. They know that they represent not them- 
selves as persons, not the particular make of car that they sell, but 
they represent the new-car dealers in the State that elected them to the 
board. 
Senator Purrev.. | think we stopped on page 3: 
Thus, these Members of Congress will * * 
Mr. Ricuarp C. Wesster. It is at the bottom of page 4, Senator. 
Senator Purreti. Oh, yes. Iam sorry. 
Mr. Ricnarp C. Wesstrer. This understandable timidity on 
NADA’s pal t prob: ab ly accounts for the fact that as in troduced the 
bill under consideration acts only to permit or authorize the manufac- 
turer to cancel the franchises of bootlegging deale ‘rs but does not re- 
quire manufacturer cancellation. It probab ly also explains why the 
bill makes no attempt to prevent manutacturers from forcing or re- 
quiring dealers to buy more cars than they want. c 
I am no longer a dealer. ‘J herefore, | am ma position to express 
my opinion, without fear of manufacturer retaliation, that these bills, 
S. 3596 and H. R. 9769, should not be passed under any circumstances 5 
and certainly not without amending them to cover these two above- . 


mentioned critical omissions. 

Senator Purrreiy. May I ask you a question at that point, sir? 

Mr. Ricuarp C. Werster. Yes, s 

Senator Purre.tt. You have been a dealer for 15 years ¢ 

Mr. Ricuarp C. Werster. I have been in the automobile business, 
Senator Purtell, since 1914. I was a Packard dealer for 17 years. 

Senator Purret,. And do I understand this to mean if you were a 
dealer at this time you would fear manufacturer retaliation ¢ 

Mr. Ricuarp C. Werstrer. Of course, sir. 

Senator PurretL. You would hesitate in coming before this com- 
mittee with the testimony you are presently giving ¢ 

Mr. Ricnarp C. WerstTer. I corti uinly would, s Just like the gentle- 
man you had nip very honorably told you he might not have a con- 
tract when he got back to Oklahoma Ci y, the Buick dealer. 
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Senator Purret.. That is the same gentleman I told I would like to 
have him address any letters of like nature to me. 

Mr. Ricuarp C. Werstrer. Yes, sir, and that fear is constant in auto 
mobile dealers all over this country, sir, and we see the wrecks of 
thousands of dealers due to that fear and power the manufacturers 
have had over dealers. 

Mr. Donato D. Wessrer. And, Senator Purtell, may I say this: 
The other gentleman who testified just before my father took the stand 
is from the State of Rhode Island. Now, the State of Oklahoma and 
the State of Rhode Island are 2 of 7 or 8 which have laws which will 
protect dealers from having their francises withdrawn or terminated 
if they refuse to cooperate or if they refuse to buy ears Which they do 
not want. 

I think you have had a perfect example here today that men who 
come from States with that protection feel a little freer to express 
themselves than men who do not come from such States. 

lL think when you go over the list of those who testified and the 
States they were from—Mr. McKay, I think, from Kansas, was the 
only one whose testimony impressed me so favorably and yet was not 
from a State that had a dealer protective law. 

Mr. L’Hevurevux. Just one question: Mr. Webster, you say if you 
were an automobile dealer at present that you might hesitate to come 
before the committee. You do realize that there are a large number 
of automobile dealers who never have any trouble with their quota; 
is that right / 

Mr. Ricuarp C. Wesster. Yes. 

Mr. L’Hevreux. So, if they were of that classification they also 
would not hesitate to come before the committee / 

Mr. Ricuarp C. Werstrer. That is true. 

The large, tremendous, important outlets of the factories are not 
going to be canceled, with or without this law. 

Mr. L’Hevrevx. That group might come here and testify? 

Mr. Ricuarp C, Webster. That group is selling automobiles, and 
the manufacturer is interested in selling automobiles and will do any- 
thing inthe world to do it. 

Mr. DonaLtp D. Wepsrer. In that connection, Mr. L’ Heureux, coun 
sel for Senator Langer’s committee, Mr. Davis, informed me when 
that committee was considering this bill perhaps coming before it he 
intended to subpena witnesses because he feared he would not be able 
to get them to voluntarily come in. 

One step further, sir; 1 have grave doubts this quota system to which 
you refer is anything more than what some of the witnesses have 
testified to here today. It is not an agreement by the factory to sell 
any number of cars. It is not an agreement by the dealer to buy a 
certain number of ears. It isa factory projection of what the dealer 
ought to be able to do in his community, and I don’t know, as a fact, 
that if and when this committee, or any committee, subpenas witnesses 
and gets from them these statements you will find that the big, very 
profitable dealerships are willing to come without subpena. 

Senator Purretn. You may proceed, sir. 

Mr. L7H UREUX., We have had several witnesses here and we haven't 
subpenaed any of them. 

Mr. Donatp D. Wesster. I understand, sir. 
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Mr. Ricuarp C. Wersrer. From 1926 to 1937 T was a Packard sales- 
man for the Zell Motor Car Co., an independently owned Packard 
distributorship in Baltimore, Md. Although my records are not as 
complete as T would like on this seore, I believe that between 1926 
and 1937 I led the world in Packard sales 11 consecutive years. If 
that is not completely accurate, I say without reservation that I was 
the leading Packard salesman in the world m: iny more years than any 
other man. before or since. 

Parenthetically, I assure you that while I am very proud of that 
record I know that I was not as good a natural salesman as a few of 
my friends and « ‘competitors. I worked a oreat deal harder: and, first 
last. and always, I sought to be unparalleled in serving my customers 
and the Packard Motor Car Co. 

In 1937 I was permitted to become, with my own capital, a fran 
chised Packard dealer, under the Zell Motor Car Co. distributorship. 

After the war, Packard dispensed with most of the independently 
owned distributorships. By 1946 Zell was no longer a distributor 
and the Zell Motor Co., my company, and the other franchised Pack 
ard dealerships in Baltimore all purchased Packard cars, et cetera, 
directly from Packard’s zone office, here in Washington, D. (¢ 

In April 1952. Packard refused to renew the franchises of all Pack 
ird dealerships in Baltimore, except Zell. Asa result of this action, 
in February 1953, T instructed my attorney, Mr. William Leahy, to file 
a treble damage antitrust action against Packard here in in the Fed- 
eral District Court for the District of Columbia. It should come on 
for trial next spring. 

I do not think it would be appropriate for me in testifying today to 
volunteer any information concerning that suit. T mention it for one 
purpose only: To alert you to the fact that I am not an impartial or 
coldly academic witness when it comes to matters involving the powers 
which automobile manufacturers have over independently owned new 
car dealers. However, in fairness to myself, I must tell you that I 
as not believe that anything I say here today or aaa ering Congress 
does with the various pending automobile bootleg i@ bills can in 
any way affect our suit against Packard. 

Frankly, I have tried to find, within myself, the answer to why I 
am so disturbed by and interested in these bills. I have found only 
one answer and that is that I believe that my family and I, and our 
faithful employees, and our customers, innocently suffered from the 
arbitrary and unconscionable exercise of an automobile manufac- 
turer’s tremendous power. I know that other small-business men have 
suffered similarly, some even worse. At least I was not totally de- 
stroyed, while others have been. 

With this feeling, I see, on one hand, dealers dropping like flies 
while manufacturers boast of new production peaks and record profits. 
On the other hand, I see that practically nothing has been done to 
effect the manufacturer-dealer recommendations made in 1939 by the 
federal Trade Commission. 

Senator Purreti. | wonder if I might interrupt a minute, Mr. 
Webster. 

Mr. Ricnarp C. Wepster. Yes, sit 

Senator Purrevt. I didn’t know, of course, of your pending suit, 
and I am not at all interested in it. 
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Mr. Ricnarp C. Wessrer. That is right. 

Senator Purten.. And it is not part of our consideration here. 

Mr. Ricuarp C. Wepsrer. That is right, sir. 

Senator PurreLt. Or not a part of what we want to consider. 

Mr. Rictrarp C. Wesster. That is right. 

Senator Purreti. But we are discussing a part icular piece of legis- 
lation here. 

Mr. Ricuarp C. Wepster. Yes, sir. 

Senator Purret.t. Now, are you tying it up with what happened to 
you ¢ 

Would this particular type of legislation have had any effect 
upon- 

Mr. Donatp D. Wensrer. As an attorney, may I answer the ques- 
tion ¢ 

Senator PurreLtt, You may. 

Mr. DonaLp D. Wepstrer. |] believe it isa legal oem sir. 

Senator Purretyt. I want to make it clear, because this is rather 
ticklish. 

Mr. Ricuarp C. Wepster. Yes, sir. 

Mr. Donatp D. Wesster. Yes. 

Senator Purretn. It is a situation that hasn’t confronted me before, 
but I certainly don’t want to establish any evidence, nor do I ask you 
or wish you to divulge any information that you may not wish to 
divulge. 

[ am simply wondering whether or not your experience—let me put 
it that w: ay—lis tied up with this pending le vislation. 

You are speaking rather more to the issue of your experience. 

Mr. Ricuarp C. Wepsrer. I suffered. I am one of those who have 
suffered the same threats that have been told here today, SIr. 

Senator Purrent.. Forgetting now about any legal problems that 
you might have—— 

Mr. Ricuarp C. Wepsster. Yes, sir. 

Senator PurTett. What you are testifying to is the practices / 

Mr. Ricuarp C. Wesster. Yes,sir: some of it. 

Senator Purretn.. Fine. 

The general pr actices / 

Mr. RicHarp C. Wesster. Yes. 

Mr. Don ALD LD. WEBSTER. And I would ; vo one step further, Sir. 
and say if our dealership had been in Rhode Island, Oklahoma, Missis 
sippi, Florida and the other States which you have heard mentioned 
here today that our franchise would not have been terminated; but 
IT would lke to Say this for the benefit of the committee: I gathered, 
from what Senator Schoeppel said and from what you, Senator Pur 
tell, said, that you are going to make a very th —— study of this 
matter. The attorneys for the Packard Motor Car Co. here in Wash 
ington can afford vou full details as to what facts and reasons, as 
they see them, lay behind our cancellation. 

Senator Purret.. I must say it is net our intention to delve into 
your particular problem with Packard Motor Car Co. 

Mr. Ricuarp C. Wepster. Yes, sir. 

Senator Purtet,. Or any other individual's particular problem with 
Packard Motor Car Co. 

Mr. DonaLtp D. Wepster. We certainly don't encourage that. 
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1 reLu. That sa matter for the courts to decide. All 
ire trving to find out whether this leoislation, this leo] slation 
ended, rany other legislation w ll solve the problem oO] hoot 
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her laws have been enacter w] h accomp!| sh certain of these ob- 


od is 1959, 1 e franchise contra ts entered into by automobile 
] } ] ] : 
inufacturers and independently owned new-car dealers are form 


ts drafted by the manufacturers and referred to in the trade 
lealers’ sales agreements. ‘] hese contracts invariably require the 
lealer to maintain a certain type of business establishment and invest 
certain minimum amount of money in fixed assets and working 
capital. As far as I know, all such contracts provide that they termi- 
ite automatically at the end of a stated period, usually a year. Some 
even go so far as to provide that either party may, upon the giving 
of notice, say 30 or 60 days, terminate for any reason. All under- 
tandably provide that the manufacturer may terminate the fran- 


chise “for cause” if the dealer does or fails to do certain enumerated 


th nos, such as committing a crime or not being open for business a 


specified number of days. 

In my experience I have never known a dealer who was canceled 
for cause. Invariably, where termination occurred, I noticed that 
the dealer’s franchise was simply not renewed after the automatic 
termination date. Usually no reason or explanation was given. 
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You might think that a dealer who, on the streneth of a manu- 
facturer’s oral pep talks, had bought a half-million dollar building 
id equipped it with specialized tools, signs, machinery, et cetera, 
in the absence of bei he ouilty of a breach of the contract, would have 
some kind of 1 ioht to compel the manufacturer to renew his franchise 
it the end of the first year in order that he could reasonably recoup 
his investment. However, as I understand it—and IT hasten to say 
that I am not a lawyer—almost all States hold that he has no su h 
enforceable contract right. I am told that the leading cases on this 


ubject were both decided in the second circuit. 


I understand that the recent case of Biever Motor Car Compania Vv. 
( Corporation (108 F. Supp. 948; affirmed (2 C. A.) per 
ecurium 199 F.2d 759; certiorari denied . \pr 1] 27, 1953) stands for the 


proposition that a dealer whose franchise is terminated does not state 
a cause of action, under the dealer’ contract, or, in lan hal *s lan 
guage, has no right to maintain such a suit, even though he assume 
the heavy burden of proving that the manufacturer was guilty of 
bad faith in terminating the contract Since the Supreme Court 
refused to review the case, I am told it 1 pre bably safe to say that 
that is the law of the land. 

(An earlier case, known as Bushivic h- Dec wur Mi tors, Ine OT pol ited 
v. Ford Motor Company (116 F. 2d 675) decided by a Federal Distt 
Court in New York on affirmed by the secon i” Cire ‘cuit Court of Appeals 
was cited as the controlling ar ey Dy thr uit court in the Biever 
Motor Car Cor pany case. The earlier ense stands for the propos 
tion, Lam told, that the Ford Motor Car Co. may terminate its dealers 
agreements for any cause or no cause and even though such cancella 
tions might be done in bad faith. 


Senator Purren.. Well, there is no renewal clause in the contract, 
is there ? 

Mr. Ricrrarp C. Werster. No, sir 

Senator Purrern. And when you sign the contract originally you 
know there is no renewal clause in the contract / a 

Mr. Rrenarp C. Werster. That is right. 

Senator Purrenn. I mean you enter into the contract knowing there 
sno renewal clause ? 

Mr. Ricuarp C. Werster. That’s right. 

Senator Purrer.. So, you know the hazard that vou are subject to? 

Mr. Ricwarp C. WEBSTER. You know the hazard, but you are told 
orally if you do a good job you will be there at the lone end. 

There are those, better versed than I, who believe that un less a 
manufacturer in terminating a dealer’s franchise violates some cerim- 
inal type law, or the antitrust laws, there is no effective way to bring 
him to justice. On this I express no opinion, but I ask you to bear 
in mind that the bill before you today woes so far as to immunize 
automobile manufacturers from certain restraining effects of the anti- 
trust laws. 

Senator Purtety. In a limited field ? 

Mr. Ricrarp C. Wenster. Yes, sir. 

Senator Purreti. Very limited ms ld? 

Mr. Ricuarp C. Werstrer. Yes, ¢ 

If manufacturers have as i a over independently owned 
dealers as the two above-cited cases would indicate, I doubt that any- 
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ean say would justify according manufacturers even 
mmunity in their contractual relationships with dealers 
han they presently have. 

But assuming that all I have said about the one-sided power which 
automobile manufacturers have over dealers is true, you might well 
reply, “Even so, if a dealer is a good dealer and does a good job the 
manufacturer will voluntarily renew his franchise.” It you did, 1 
would agree that in most instances that would be true. 

Mr. L*;Hevurevux. Mr. Webster. 

Mr. Ricoarp C. Wepstrer. Yes, sir. 

Mr. L'Heureux. You stated here that you object to giving the 
manuracturer greater power than he now has. 

Mr. Ricuarp C. Wepsster. Yes. 

Mr. L’>Hevurevux. I was wondering how this bill would work out. 

\ctually, would a manufacturer want this legislation for himself 


lay / 
one 





It is immaterial to him. He vets the same money whether the car 
is bootlegged or not: doesn’t he 4 , 

Mr. Ricnarp C. Wesstrer. Mr. L'Heureux, I believe the manufae 
turer would twist that bill into thousands of other ways to dispose of 
a dealer if they had another richer dealer to take his place. 

Senator Purret,. But you say right now he has that power and is 


exercising it. So, what difference would it make 7 

Mr. Donaup D. Wersrer. As a legal matter, Senator Purtell, I 
think it is very understandable that a manufacturer is i to say to 
dealers who later contend that these dealer sales agreements are 


wnconseclon ible and perhaps avalhst pul | ( policy and, therefore. vold, 
“What are you talking about? The Congress of the United States,” 
says the manufacturer, “at least implicitly sanctioned and perhaps 
expressly sanctioned dealers’ sales agreements as we use them be- 
cause they authorized us to insert—to be more spec ific, to insert—a 
clause in those agreements that is even more restrictive than the one 
we | ave now.” 

I think that should Congress give passage to this legislation it 
would be the first bill that has ever been passed, to my knowledge, the 
first that was evel aetacneel dealing directly with a dealer sales 
agreement, which would lend itself to the argument that Congress 
had put its stamp of approval upon dealers’ sales agreements. 

Senator Purret.. The courts have already done it, because dealers 
have ippealed the action of the manufacturers and the courts have 
said they had no ease. 

Mr. Donatp D. Werstrer. As the second circuit, Senator Purtell, 
in the Biever Motor Car Co. case, said there are many courts that 
hold these are not even contracts, and, for Congress, as is pointed out 
subsequently in my father’s statement, to permit the insertion of an 
additional power into an agreement which apparently Congress has 
under consideration would be, we believe, sub ect to the argument that 
th sa tacit approval or an express approy by Congress of these 


dealel ales agreements Thev ai pre ently under examination by 
e Department of Justice. They are presently under examination by 
Federal Trade Commission. I would assume, then, to put such 

a clause in, to give this additional power, if what has been said pre- 
viously is true, that there are only two laws presently available now, 
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the criminal law and the antitrust law, would be to take aw: iv a little 
bit of what exists in the way of restraining influence. 

Mr. L’Hevrevux. Of course, the committee report could point out 
that enactment of the statute doesn’t in any way show approval of 
the various provisions of sales agreements and that congressional ap- 
prov: al is limited only to this clause spec ifie: ally. 

Mr. Donatp D. Werster. That is correct. 

Senator Purret,. You may proceed, sit 

Mr. Ricuarp C. Wepstrer. Yes, sit 

I hasten to point out, first, that as long as dealers cannot. look 
the courts for justice but, rather, must bow down to the manufacturer 
in order to insure renewal of their franchises, then that long they will 
be forced or required to do unnatural, uneconomic things which they 
would never think of doing if they had any enforceable rights to 
renewal. 

Phat is the answer to bootlegging, in my opinion. 

In the second place, I would suggest that there are many instances 
where manufacturers might feel that it was to their advantage to 
terminate the franchise of a very good dealer in order to get an excel- 
lent one, to say nothing of the readily imaginable situations where 
manufacturers might be willing to sacrifice an excellent small dealer 
inorder to keep a large, but weak, one. 

If you should conclude that the answer to all this is to let dealers 
beware of investing the billions of dollars they do on the strength of 
anything as illusory as these manufacturer-drawn dealers’ sales agree- 
ments, Ill agree they should beware, but the fact is they do not and, 
regardless of the dealer stupidity, blind faith, or ignorance of the 
law, the inevitable result of manufacturer’s forcing dealers to buy 
more cars, parts, and accessories than they want is that the dealers 
will pass the burden on, premeditatedly or otherwise, to the public. 
How? First by misleading advertising, gyp financing, exorbitant 
service charges, and the like. If these devices don’t keep the dealer’s 
head above water, then he wholesales, first to his friends, then to peo- 
ple not in the business of selling cars, and finally to used-car dealers. 

Certain States have realized the extent of the inevitable injury to 
new-car dealers and the public caused by arbitrary or unconscionable 
exercise by automobile manufacturers of their power over new-car 
dealers. Accordingly legislation in certain States has sought to make 
unlawful the following manufacturer practices : 

A. Forcing or requiring a new-car dealer to buy more cars, parts, 
and accessories than the dealer wants. 

B. Threatening to terminate or, in fact, terminating a new-car deal 
er’s franchise if he does not buy more cars, parts, or accessories than 
he. of his own volition, wants. 

For example, Florida Statutes Annotated, title 22, sections 320.60- 
320.70, deal with the problem. There automobile manufacturers are 
required to obtain a State license to do business in Florida. Section 

39().64 expressly provides that the State may deny or revoke the li- 
cense of any automobile manufacturer for certain stated reasons, the 
most pertinent being: 


(5) Because the applicant or licensee has coerced or attempted to coerce any 
motor-vehicle dealer to accept delivery of any motor vehicle or vehicles, parts, 
or accessories therefor, or any other commodities which shall not have been 
erdered by said dealer. 
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(6) Because the applicant or licensee has attempted to coerce, or has coerced, 
iny motor-vehicle dealer to enter into any agreement with the manufacturer, 
factory branch, or representative, as the case may be 

(7) Because the applicant or licensee has unfairly or without due regard to 


the equities of a mi r-vehicle dealer, or without just provocation, threatened 
tocancel the tranet! eot such motor-vehicie dealer 

Because the applicant or licensee has unfairly or without due regard to 
the equities of t ehicle dealer, or without just provocation, canceled the 
fran I motor-vehicle dealer 


\s the following State statutes attest, Florida is by no means 
que thus exe g¢ State police power to restrain automobile 


nutacturers TH running how wild over new-car dealers and the 
publi 
1) OklahomaS ion Laws, 1953, title 47, sections 1-8. 
{ \\ ( Stoatit 1949 editio1 | pt 21s 
Rhode Island Pubhe Laws, January session, 1950, chapter 2595 
Vill 
t Nebraska Revised Statutes. 1943. chante 60. article 6. sections 
60-611 ol ), (9), and (10), in particular. 
Viren 1950 Code, title 46, chapter 7, article 3, section 46-533 
rticular. 
My only purpose in mentioning these statutes is to call your atten 


tion to the fact that various States have realized the serious danger 


to the public from automobile manufacturers arbitrarily exercising 
their power over independently owned new-car dealers. Those stat- 
ites and the Federal Trade Commission's recommendations of 1939 
serve to revenl the extent and age of the menace. 

I have not mentioned these statutes in support of any argument 
that State police laws are the best wav to effectively combat these 
manufacturer-created evils. Indeed, if, as I believe, the time has 
come when clear and convincing evidence exists that automobile 
manufacturers and their franchised dealers will not voluntarily work 
out contractual arrangements oly ing enforceable rights to both sides 

nd thereby protecting the public and themselves, prompt legisla 
tive action appears necessary, but not on a State-by-State basis. I 
ibmit that 49 different methods of legislatively trying to protect 
the American public from the economic battles between manufac 
turers and their franchised independently owned dealers is not the 
best way. In any business as much a part of and as dependent upon 
interstate commerce as the automobile business, such problems should 
be handled on a Federal basis. 

Senator Purrent. Now, vou have a problem there, Mr. Webster. 
You employed salesmen, didn’t you ? 

Mr. Ricnarp C. Wepsrer. Yes, sir. 

Senator Purreii.. And you had good salesmen and bad ones, and I 
would assume when you had the bad ones, the nonproducers, who 
didn’t get the best you thought they ought to get and you had a chance 
to get a better salesman in your organization, that you got rid of the 
poor salesman and hired a better one: isn’t that right ¢ 
~ Mr. Ricnarp C. Weesrer. Yes, sir; that is right. 

Senator PurreLL. Now, haven't you got the same thing in the dis- 
tribution of automobiles? 

If you were to deny the automobile manufacturer the right to 
eancel—this has to be exercised with fairness, with discretion, with 
understanding, but if you deny the manufacturer—the right to change 


eee AMIE 
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his distributorship on the basis that he is not getting what he should 
get in the way of distribution, then, in effect, you are affecting not 
only that manufacturer, but the workers engaged in the plant, and 
all the way down the line, are you not; you are restricting him from 
the free exercise of his right to seek markets ¢ 

Mr. Ricnarp C. Wessrer. Yes; I agree with that, but they carry 
it to a greater extent than that, Senator Purtell. 

Senator Purret.. That is what I wanted to get at. 

Mr. Ricnarp C. Wessrer. Yes, sir. 

Senator Purrety. You feel they should have a right—I am trying 
to get your thinking 

Mr. Ricuarp C. Werster. Yes, sir. 

Senator PurTe... To expect certain sales in a territory ? 

Mr. Ricwarp C. Weprster. ‘That’s right. 

Senator PurretL. And you feel, as a dealer, or former dealer, that 
you would be willing to enter into an agreement with them, that you 
would be willing to buy a certain number of cars that you at that time 
agreed was the right number of cars: is that right / 

Mr. Ricuarp C. Werster. The proper potential that can be prop- 
erly handled without the demoralization that we have today. 

Senator Purrett., And you feel, then, under these contracts, dealer- 
manufacturer contracts, that if these obligations on the part of the 
dealer and manufacturer were spelled out, and assuming the contract 
was lived up to by both parties, that it should be a continuing 
contract ¢ 

Mr. Ricuarp C. Wessrer. Yes, sir: and it would cure this evil. 

Senator Purrett. And you wouldn't have the right to exercise it 
without due notice and without just cause ? 

Mr. Ricnuarp C. Weesrer. Yes, sir. 

Senator Purretu. Is that correct ? 

Mr. Ricnarp C. Wesstrer. I believe if such a contract giving the 
dealer the absolute protection that his contract could not. be termi- 
nated because he didn’t take an abnormal amount of care—I don’t 
believe you would have this problem. 

Senator Purreiyi. That is what we are getting into. 

Mr. RicnArp CC, WensTer. Yes, sir. 

Senator Purrety. It is the difference between the abnormal amount 
of cars and what might be considered the normal amount of cars. 

I would think you would agree the manufacturer had a right to 
expect his fair share of the market. 

Mr. Ricuarp C. Wessrer. | agree with you, sir, a hundred percent 
on it. 

Senator Purretn. And if he limited his exploitations of that mar- 
ket toa particular dealer and a particular city, he has a right to expect 
that dealer will function ? 

Mr. Ricuarp C. Werster. Yes, sir. 

Senator Purrery. That is his outlet ? 

Mr. Ricuarp C. Wesster. Absolutely, sir. 

Senator Monroney. And it has got to be on a basis where the dealer 
can see he can seil those cars profitably ¢ 

Senator Purre.y.. That is righi. 

Mr. Ricuarp C. Wesstrer. That is right. 

Senator Monroney. And the market can absorb them ? 

Mr. Ricnarp C, Wesster. That’s right. 
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Senator Monroney. In present trade practices [1 think altogether 


too many dealers are being dictated to without reference to the local 


economic conditions. Maybe a defense plant closed up in the area. 
Maybe you got a drought. M: ivbe farm prices drop] ved, Yet, some- 
bod in Detroit 1s sitting over ‘the shoulder of the district manager, 
So, 10 little car dealers ina parti ular area go broke or have to eat a 
lot of cars they have no market for. Therefore, they wind up in the 
bootleg channels. 


[ think that is the problem we have, and I think you are stretching 
free enterprise a little bit far when the authority to make or break a 
dealer rot On the ambition of a sales manager in Detroit. through 
a district manager, down tothe little man. 

Now, whether it is a matter that you can legislate effectively from 

Federal standpoint, I don’t know; but I do think this as a major 
problem because automobile dealers have problems specifically 
peculiar to automobile dealers. I mean if you are selling sugar and 
you don’t sell enough sugar to please the Great Western Sugar Co. 
you can sell another brand of sugar the next day; and if you are sell- 
ing even clothes, you might get along without selling Arrow shirts or 
Kuppenheimer suits, but if you are a dealer in a community having 
a Chevrolet agency and you have it for 20 years you are just up 
against it. if they say, “You do this or else.” 

Senator Purretn. I was trying to point out, and I am sure Mr. 
Webster intend that it be pointed out, that he didn’t want the latitude 
that is expressed in B on page 12, where it says: 

rhreatening to terminate or, in fact, terminating a new car dealer’s fran- 
chise if he does not buy more cars, parts or accessories than he, of his own 
volition, wants 

It has to be determined, I would think, by some scientific study of a 
market. 

Mr. Donatp D. Wesster. Senator Purtell, may I say, sir, that 
the legislation in the States emphasizes the word “threaten” 


threatening to terminate or, in fact, terminating. 


Senator Purret.. I understand. 

Mr. Donatp D. Wesster. And if that is the only reason that the 
manufacturer has in Rhode Island and Florida and those other 
States-—— 

Senator Purrer.. I understand. 

Mr. Ricuarv C. Wesrsrer. In further support of my conviction 
that bootlegging is caused by overproduction of certain manufacturers 
who then force or require their franchised dealers to buy more cars, 
et cetera, than they want, I call your attention to the following facts 
and articles: 

1. It was reported in the March 8, 1954, issue of the industry’s 
leading trade publication, Automotive News, that Mr. Paul Hoffman, 
chairman of the board of the Studebaker Motor ( tar Co., had said in 
Kansas City the week before, that bootlegging of new cars is the direct 
result of overproduction. Mr. Hoffman went on to say: 

Production must be brought in line with sales. As long as there is over- 


production there will be “bootlegging” or discounting and we will continue to be 
in a mess 


He further stated in his address to the chamber of commerce and 
the Motor Car Dealers Association of Kansas City: 
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Under no circumstances should any factory ever ship a single car to a dealer 
unless the dealer has ordered the car. 

In the same vein, the March 15 issue of the Automotive News car- 
ried a statement by Packard Motor Car Co.’s vice president in charge 
of sales, Mr. Clare Briggs, to the effect that he believes overproduction 
by some manufacturers has caused bootlegging. 

An article on page 6, Automotive News, July 12, 1954, a week ago, 
entitled “Dealers Tell Why They Bootleg,” by Bud Harris: 

Dealers in Texas Who have wholesaled to used-car dealers say that they 
have been caught in a squeeze between factory and finance company. 

The factories push stocks on them, they say, and the finance companies push 
in the opposite direction—they demand that dealers move cars floor planned 
by a designated time. 

When the finance companies push too hard, the dealers say they are forced to 
wholesale new cars at heavy losses or go out of business. 

The following issues of the Wall Street Journal, containing 
articles ow with bootlegging: March 2, 1954; April 26, 1954; 
May 3, 1954; June 18, 1954. 

However, some will still contend that bootlegging is due to weak 
dealers, or to shoestring operators seeking to do a volume business. 
Indeed the instant bill seems to proceed from that premise. 

Where are these weak dealers? 

Where are these shoestring volume operators ? 

What are their names and addresses ? 

The simple truth is that no automobile manufacturer who wants to 
stop a shoestring dealer from bootlegging is obligated to sell him 
more cars than he can, with his facilities, sell and service to the 
standard of the manufacturer. 

What I am saying is that all new-car dealers’ sales agreements 
require the dealer to maintain certain sida ‘al facilities and to h: ive 
a capital investment sufficient to sell and service the manufacturer’s 
product in such a manner as will protect the manufacturer’s goodwill. 
1 contend that a manufacturer, if it wanted, could unquestionably 
cancel these imaginary bootleggers, allegedly operating on shoe 
strings. 

Therefore, until I see some actual shoestring dealer cases, I will 
not believe they exist; and, if they do, the manufacturers could elimi 
nate them, if they wanted to, without such a bill as that under 
consideration. 

As long as automobile manufacturers have the power to force or 
require dealers to buy cars which they do not want, the m: inufacturers 
who believe production races to be to their benefit. will continue to race: 
and dealers who want their franchises renewed will continue to buy 

cars they don’t want; and the public will go on being defrauded in one 
way or another. Trusting, new dealers will step up blindly to take the 
place of those who have fallen, while the manufacturers w ill get bigger 
and bigger. Today automobile manufacturing is no longer big busi 

ness; it is a business for giants only—witness the recent rash of 
mergers. 

It is a healthy sign that people are trying to find an answer. Too 
long have the Federal Trade Commission’s recommendations been 
gathering dust; too long have manufacturers been allowed free reign— 
and, so, bills like this and Congressman Whitten’s are healthy signs. 

The time has come, I honestly believe, for Federal legislation similar 
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by tl various above-mentioned States. or. alterna 


oposed by Congressman Whitten in H. R. 9354. How- 


| \ or 1 url I be ( it the public interest 
( { eq i t b ro tiie Just e Department to inve tigate 
re] ts fi PS mye com ndations. In the mean- 
| nd beheve that certain ke \MIemb rs of Congress will vo 
eW r dealers and ex-dealers in their States for advice 
I ( B ise tI Oar { 1] ae ler 1h) ht f¢ al fac- 
ral 0 CoOnnadence Might have to be Yiven. 
HH ] irmed wit the result oft s ich 1. Grassrootl survey, 
( VISCO) \ 1} ] | O e this prol li, Nn. : 
Lol URTELL. Mr. Webster, do the contracts, as you know 
rt Lier Sale ivreenn , require the dealer to have certain 
mised ) ( ] ted sales? 
Mr. Ricnarp C. Wepstrer. Yes, 
Senator Purreti. And if he doubled those would have to have 
( | f 


- | PURTELL. S tually, the ma facturer who finds that one 
i selling tw iS many cars cars unde! the contract 
vy ask him to have additional facilities for he servicing 
( those cars? 
Mir. Ricuarp C. Wersrer. Absolutely. They have that power under 
e V aut iotive cd iler Site agreement that | know of. 
> oO} PURTELL. Sso.tot extent, they could control them ? 
Mr. Ricuarp C. Wepstrer. Yes, 
Senator Purreryi. Because ler the contract they were not then 
naving services available to service those cars / 
Mr. Ricuarp C. Wepster. Yes, sir. 
Senator Purrety. Is that correct 4 
Mr. Ricuarp C. Werster. That correct / 
Senator Purrenn. Is that vour understanding ? 
Mr. Ricuarp C. Wersrer. That is my understanding. 


Vir. Donato D. Weprstrer. And. Senator Purtell, one other thing: 
Tl wt wot bac k to a question you isked earlier this morning. It cer- 


ta y Is our Opinio! if the manutacturers wanted to stop bootlegging 
tive ef not ¢ incel a dealer for bootlegging Tl ey have other rea- 
ons under this contract. 

It al 0 goes back to a question t] { Mr. L’Heureux asked, as to how 
{] could be done, and I think it does show, if we are correct in our 


feeling, my father and I, that there is a way, if manufacturers really 
\ nted to top this. that they could, without lemislation. Since they 
pparently do not appear to be willing to do it, as Admiral Bell seems 

think the vi o@ht, then we feel the time has come for Federal legis- 
lation to do it; and T assure you in our testimony here today there is 
no way in which what you all do or what is said here today can have 

v effect on our pending lawsuit against the Packard Motor Car Co. 

In concluding what little IT had to say, I did want to call your 
ittention to something that NADA said, and should be commended 
for, early this year, down in Miami Beach, in listing, I think in Jan- 
uary 18 of 1954—NADA said it had in mind certain things to do 
n this yeal 1954, and among the demands listed were these: 
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Ricuarp C. Werstrer. We didn’t see the bootlegging until a vear 
oO! \ ! nda half Ago. There was no such thing as bootlegging 
because the market could absorb all the cars that were made. but this 


irket has beel iuching up. It IS up now where everybody owns an 


tf Dile a ior a @ od m ny years we had a lot of people that 
qlid { Ve so, the Tactol Ss, Instead of Gecreasing production 
to mi |, have steadily run a race of production, particularly 

Ko. i id tie rotet. bhnose tw ire the main offenders. 
Ne) Lol Monk NEY. Now ‘ let’s vo one ste p farther: Was the cleter- 
minati of the automobile companies to maintain hioh level produc- 
last fall, when the mod were changing, which elutted the 

| models, partly responsible for this condition / 
Mr. Ricnarp C. Wersrer. I think it was, sir. I think in loading 
{ ea is Wi 4 cd lio le] W tI ey had Lo wholesale or had to 
trade, overtrade, and ¢ remendo ventories of used cars and notes 
receivable and promises to pay, h may neve have been paid, 
( pling effect the dealers; but back of it all is too 
l \ it ( es belIng Torced O e dealers to market profit bly and 
for t ( ler to continue to give 1 good service he has been giving 
vears ng e has been building his business. 
Senator Monroney. The think that makes me worry and wonder 
it this that out Rin Roa oward Kenwood, there is a 5-acre 
{1} literally covered with | dnew automobiles. I think 
thev were last vear’s models. i ty ave been sitting there for almost 
ot quite a vear: 9 mont es, reds, ereens, of every other 
mi ting int open lot, all one model car. 

No | t wol ley fF ti the l rKet villinely to 
\ ipply of « is which J Cili tting there il the open lot It 
well-known cat Itisa Ul I drive one myself in Okla- 
Mr. Ricuarp C. Wersrer. He is under a tremendous load, sir. 
\\ he gets t 1roug! paying the finance charges and his Insurance, 
forage ol those cars, Ss rent, 1nve ntory taxes, If he has what 


we have in Baltimore, you have to pay the city a big inventory tax. 
He has depreciation on his paint and batteries.‘ tires go flat and 
moy oa them around—Lord help that dealer if he has rot that many. 
Senator Monroney. The thing that i presses me, as I drive by and 
ee this pileup of cars there, 1 somebody in Detroit is stupid, 

Mr. Ricuarp C. Wersrer. They cert inly are. 

Senator Monroney. It is on a man road and thousands of people 
can see there Is a vast supply of cars that have been unsold. 
Mr. Ricuarp C. Werster. Yes, sir. 

Senator Monronry. And, consequently, if you are going to buy a 





car, you wouldn’t think of paving list on that car because you would 
think somebody would be taking a long trade or something on that 


1 
| 


] 
model. 
Mr. Ricuarp C. Wererstrer. Yes, sir: it is a terrible situation the 
dealers are in. They can’t do a thing about it. They can’t 
lig idate, Senator Monroney. ‘I hey can’t liquidate their businesses. 
Senator Monronry. Have the manufacturers actually tried to do 


anything about this? 


‘ _ 


\ il 
Mr. Ricrarp C. Wersrer. In my epinion, not a thing in the world, 


except to draw sight draft on the dealers’ finance companies and on 
they give you a lot of statements to the Automotive 


oe ] 
their banks and 
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News about what they hop e to work out if you give them a little more 


power than they already have. 

They can control this bootlegging situation within—well, I would 
say as soon as this present overs supply is sold out, washed out, the 
manutacturer can santa it by the amount of production that they 
set as their goals, and they can cancel any bootlegging new-car dealers 
under their contract already. 

Senator Monronry. Now, when a ear is sold in your area, that car 
is reaistert (dd under the name of the person if it is sold from a boot- 
legger, isn’t it ? 

Mr. Ricuarp C. Werster. That is correct, sir. 

Senator Monroney. And the dealer who sells it probably turns it in, 
al cl he hy isa serial ] inber that cal be readily obtained. 

Mr. Ricwarp C. Wesstrer. That is right, sir, and the name of the 
‘ar where it is sold. 
aler’s name isn’t stam ped on, you 


dealer is usually stamped on the ¢ 

Senator Monroney. If the de 
an doublecheck from the registrations and supply the factory with 
the serial pumber of every bootlegged car that was sold 1 that area ? 

Mr. Ricrarp C. Wessrer. Certainly. 

Senator Monronry. Is that right? 

Mr. Ricuarp C. Werstrer. Yes, 

Senator Monronery. From their sales records they could quickly 
determine every single source of this bo« tleog 

Mr. Ricrarp C. Weester. That’s right. 

Senator Monronry. And know immediately and instantly who is 
doing it? 

Mr. Ricuarp C. Wepstrer. Sure; they know. 

Senator Monroney. And if they wanted to, under their present 
contract, they could determine that the continuation of that prac 
could be detrimental to their trade policy and, without Infringement 
on the antitrust laws, stop that ? 

Senator Purre.tni. M: a3 ~p oint out that is exactly the trouble. That 


ice 


is where t! e crux x of the ne is. They are feart il they would De 
charged witha a debian the antitrust law. 


Mr. Donan D. WEBSTER, Senator Purtell, that is the stateme nt, 
and it is certainly my father’s impression and mine that every dealer’s 
sales contract which NADA is going to afford you, when you examine 
it, will reveal that the manufacturers have the power, in controlling 
the type of facilities that the dealer must have to handle the volume 
that he does, to cancel any dealer who is selling more cars than his 
facilities justify. 

Senator Purreit. I am going to explore that a little further, but 
that, I think, if attempted—at least evidence here indicates that if 
he attempted, Senator—to cancel a contract on the basis they were 
selling those cars to the bootleg market, that he would be in jeopardy 
of criminal and civil action. 

Senator Monronry. W 





I just wonder. I mean we have had a 





little double } ay or triple play here. The Federal Trade Commis- 
sion thonske they might be in danger. The Justice Department 
didn’t even do us the favor of sending a representative down here to 
testify. 
Senator Purrert. But they are sending a report, I understand. 
Senator Monroney. I don’t think the report, Mr. Chairman, will 
be satisfactory. I think if this matter is important enough to a great 
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and sol 


é ie others here, that they pur ue the matter with the Attorney 
General’s ¢ fice, and I think this committee should have the benefit of 


Vi it the view are of the Justice Department and Whys al d wher 
fol of tl thing because it is most lnportant that we have that, as | 
ee it, since apparently we have one of t departments here, the Fed 
eral Trade Commission. wing Oo many wo! Well, w Work 
pretty closely with the Justice Department; we referred the matter to 
the Justice Departme it a al the Justice Dey irtment is vetting a 
port in here,” and I understand it is to be in here today and the com 
mittee membe I's h ive had ho O} portunity to see 1t or review it: and 
after we see that report, we may well want to have the Department ot 
A 


Justice represe} { itives up here iOl the benefit of inquiry n this record. 


Senator Purretn. That is right. I agree with vou. 
senator MoNRON] Re It seems to me, Trom the te timony today, that 
whi h | have heard, the independent automobile dealer is caught on 


the prongs of two Jaws of a vise. He is being squeezed from one side 


bne automobile b otleggers and on the other ile by overloading 
from the manufacturer. 

Now, this bill, while certainly the case has been made that some relief 
is needed, it seems to relieve the pressure on the vise of the jaws of the 

se, from the used car dealer, but still leaves him under the pressure 
from the manufacturer by actually tightening up the manufacturer’s 
control over the dealer. 


We have had ample te timony here by dealers and by evidence that 


several States have had to pass law to protect the dealers to show 
that this is not a fioment of the imagination, that this pressure on 
dealers for overstocking has reached serious proportions. 


Senator Purrenni. I would like the record to show we had antici- 
pated that the re port wo ld be over today. We anti ipated receipt 
of the report, and immediately upon its receipt copies will be sent 
to each member of the committee If at that time the report 1s not 
complete enough, then we shall ce rtainly ask that re } resentatives of 
the Department of Justice appear so they may answer questi n 

Mr. L*Hervrevx. On the point you are discussing, Senator Mon- 
roney, obviously for some 40 years the Justice Department didn’t 
think those contracts violated the anti-trust laws, and the manu- 
facturers didn’t because they used them riaht along: and the dealers 
didn’t because they were partie to that agreement. 

Senator Purrenn. I think the question as to whether they are or 
are not leeal is another matter. 

Mr. L’Hevrevx. That was just the prelude to what I wanted to 
say. Actually, from what I understand, the Justice Department never 
cited a precedent or a court decision of any kind upon which to base 
their opinion, but counsel can’t tell a manufacturer to go ahead and 
reinsert the clause mn the sales aocreement, and try it in a test case. 
They would have to warn him: “You may wind up in jail, but itl] 
be fun finding out who is right.” Counsel will not give that kind of 
advice. 

Mr. Beri. May I make one statement here? 

Senator Purreti. We will be glad to have the admiral make a 
Statement. 

Mr. Beit. We were perhaps remiss in not submitting to you, and I 
will be elad to submit, copies of our correspondence with the Justice 


Department. 
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Senator Purre.. We will be happy . have you do that, sin 


While you are on your feet, Admiral, may I ask a question: Am 
I correct i ming os ertain facilities must be available at the 
establishment of the dealer before a franchise is given? 

Mr. Bett. “alge 

Senator Purre... Must those facilities be expanded with increased 
sales ? 

Mr. Brew I ould have to refer that to those who have franchises 
here. 

Senator Purrer.. Well, certainly you gentlemen who are in the 
bu ness can answer m4 question. 

What about the president here ? 

Mr. Freep. I would say this, Mr. Chairman— 

Senator Purrenn. So that if you double your sales you would have 
to have additional facil ties—perh: ips not a hundred percent, but addi- 
tional eqn upment to handle it. 

Mi ii rp. You would have to have such facilities that you were 


able to take care of yvour customers. 

Senator Purren.. If that is true, sir, and since that is a part of the 
contract. that would be a violation of the contract and a right to can- 
cel would arise 

Mr. Freep. No, sir that is not spelled out in our agreement. T feel 
that is not spelled out in our agreement. I have never seen one agree- 
ment that was spelled out. 

Senator Purrery. It doesn’t have to be a written agreement; you 
‘Il me, “You will lose your contract if you don’t have facilities to 
service the cars sold”: is that correct ? 

Mr. Freep. Yes,sir. I] thin k that is the normal thing. 

Senator Purrein. Here is the franchise dealer who is selling to a 
bootlegger twice the number of cars as apparently the fr: inchise 
dealer’s facilities would warrant his selling, and why doesn’t the 
manufacturer act in that case ? 

Mr. Freep. I know of no case where a dealer’s franchise has been 
canceled because he did not have facilities for taking care of his cus- 
tomers. Now, I know of no such situations. I don’t believe other 
dealers do. I am a Chrysler dealer. Some years I have sold 1,800 
cars; other years I have sold 500 ears, according to economic condi- 
tions. My facilities remained the same in both those years. 

Senator Purtrety. If you were equipped to sell only 500 
and you sold 1,800, would not a check be made by your supplier to 
find out. whether you were able to service 1,800 ? 

Mr. Freep. I know of no cases where that is done in any corpora- 
tion. 

Senator Purreti. In other words, it doesn’t mean anything to say 
you have to have facilities available? 

Mr. Freep. Oh, yes; it does. You have to service your customers’ 
ears, ' you get complaints from cus stomers, of course, your manu- 
facturer w come in and see whether or not you have the facilities. 

eens * Purreiy. Is it only when complaints are made that inves- 
tigations are made as to whether or not vou have facilities ? 

Mr. Freep. I think generally speaking. 

Seantor Purrei.. What Iam getting at is this: Here is a dealer who 
is set up to sell 300 cars a year. He suddenly goes into the appar- 
ently legitimate but bootlegging business, so, he buys not 300, but he 


‘ 
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buys 700 cars. Now, it would appear since his facilities were set up, 
or since he went overboard, to service 300—wouldn’t the manufacturer 
know he didn’t have the facilities to service 700 ? 

Why doesn’t he investigate and find out why he is buying 700 cars 
when he hasn’t the facilities to service 700 cars ? 

Mr. Freep. I think, Mr. Chairman, in discussing this matter—I 
think I know what you are getting around to. Why couldn’t he can- 
cel them then, because it is the result of bootlegging; is that it? 

Senator Purrett. No; no. Iam not tying it up with bootlegging at 
all but you say now he must have the facilities to service X number of 
cars. 

Mr. Freep. Yes. 

Senator Purretn. Or 300 ears. 

Mr. Freep. Yes. 

Senator Purrenn. All right. He suddenly buys 900 cars, or 600 
cars, twice as many apparently as his facilities warrant. Now, the 
manufacturer in that particular case could refuse to sell the cars or 
cancel the sales agreement because the dealer didn’t have enough 
facilities for the cars that he bought. 

Mr. Costrtey. Mr, Chairman, may I answer that question ¢ 

Mr. Freep. Just a minute. 

I still go back to the customer’s standpoint. Then I will turn it 
over to Mr. Costley, our regional vice president. 

If he services those cars, I don’t think that is of interest to the 
manufacturer because as long as he takes good care of the cars he 
delivers at retail and he services his customers, I don’t believe com- 
plaints are made. 

Senator Purreiy. So they do nothing about it until somebody regis- 
ters a complaint ¢ 

Mr. Freep. Yes. 

Now, we have a General Motors dealer here, Mr. Costley. 

Senator Purretn. Now, I want to say we have delayed hearing 
witnesses all day long. I don’t want to cut anybody off, but, T want 
to reduce it in time consumption, if we can. 

Mr. Costiey. 1 would like to answer that question specifically, 
Mr. Chairman, wherein you ask if a man selling 300 cars all of a 
sudden jumps to 700—does he have to double his facilities or—— 

Senator Purretn. No; not double, but increase his facilities. 

Mr. Cosriry. Increase his facilities. 

Let’s go back to the point where we said he did have a prerequisite 
to build certain facilities in order to geta franchise. 

Senator Purretn. Yes. 

Mr. Costitey. Those facilities at that time are built according to 
the number of his own makes of cars that are running in his own 
territory. 

Now, then if the number of cars that sells increases in his ter? itory, 
he will be expected to increase his facilities: but if, on the other hand, 
he suddenly jumped his sales from 300 to 600, 300 of them going out of 
the territory and his customer registrations not showing the increase, 
he would not be expected 

Senator Purrets. But his suppher knows he hasn’t increased his 
facilities. 

Mr. Cosriry. Sure, he does. 

Senator Purretit, And why doesn’t he do something about it ? 
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Mr. Cosriry. There is no demand on him to increase his facilities 
unless the number of his own cars in his own territory increase. 

Senator Purreiy. I think you have answered by question. I think 
I have found out what I wanted to find out. 

Mr. DonaLp D. Werster. Senator—— 

Senator Purreti. Senator Monroney. 

Senator Monronry. Let me ask one more question: Supposing a 
dealer, being threatened and sore at the manufacturer, decided he 
was going into the bootleg business for a punitive reason against the 
manufacturer and chose to dump these cars in areas where he knew 
there were favored dealers of the manufacturer; wouldn’t that be a 
cause then for pulling the contract away, the franchise away, from 
the dealer that did that? 

I mean if a dealer deliberately set out to undermine the price struc- 
ture in a major market by dumping cars in there, if he was sore at 
the manufacturer, couldn't the manufacturer then without violating 
the antitrust laws, say, look, you’re wrecking my business; you have 
broken the car market in New York City, or Chicago, or Cleveland, by 
dumping this hundred cars in there intentionally to undersell and 
advertise them at $200 or $300 below list? 

Mr. CostLtry. Was that question directed to me? 

Senator Purrett. Some of your automobile experts, it would seem 
to me-—— 

Mr. Costtey. What you have described there, Senator, if I am 
the one to answer that question, is what we have known in the past 
as territory security, one dealer selling in another dealer’s territory, 
but to the consumer. 

Now, where I sell in my neighboring dealer’s town but sel] directly 
to the consumer in that town, that is what we refer to as invasion 
of the other dealer’s territory; but where I sell to a third party, 
which is an unauthorized outlet, and he in turn, sells in the other 
fellow’s town, that is bootlegging, and there is a difference in those 
terms. 

Senator Monroney. In other words, you could be punished for sell- 
ing Joe Blow in another community a car where, knowingly, you 
would be compelled to split the profit, or sometthing ? 

Mr. Costtey. There was a time when that was true, but that is no 
longer true. I wish it were. 

Senator Monroney. I knew it used to be pretty tight. 

Senator Purre.ty.. There is no more territorial protection ? 

Mr. Costiey. That is right. 

Senator Purre... That is considered illegal ? 

Mr. Sloate, apparently you wanted to answer the question. We 
would like to hear your answer. 

Mr. Stoarr. I just wanted to say that territorial protection was 
eliminated by Howard McGrath. 

Senator Purrett. Well, it is illegal, but what I was trying to point 
out and what I apparently didn’t succeed in doing is this: If the 
manufacturer is most anxious, as has been indicated by some testi- 
mony here, to clean up this situation, certainly he could do it. 

For example, if the requirement were such that they have certain 
facilities available for a hundred cars, and suddenly the manufacturer 
finds a dealer buying 300 cars, and these manufacturers certainly have 
men traveling around, looking over the facilities, he could very quickly 
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go in and find you didn’t have service facilitiesto service 300 cars 
and could very quickly cancel your contr: a or make you have them, 

In my book, I don’t think you have answered that question. 

Mr. Sioarr. Senator, can I answer that question 4 

Senator Monroney. State your name, please. 

Mr. Stoatr. My name is Sloate. 

I Bune we have neglected to bring one thing out here to clarify the 
whole thing: The number of cars you take, in our particular case, 
is based on a number of years divided by 10, and you would have to 
have facilities to service that many cars or sell that many cars; but 
servicing Is something different to eve ry dealer, and the factory has 
a list, if you don’t—they have their registration from every owner in 
your zone of influence. They take that number of cars operating, and 
I happen to be in a place where—I am in Hartford, and there is a 
dealer in West Hart ford—they arrive at a sensible split. His is one- 
third and mine is two-thirds. I have to have facilities to take care 
of and service two-thirds of the cars that are operating, of all vint 
ages,inthat area. He has facilities to service one-third. 

That doesn’t vary because, you see—I sold the railway express 600 
vehicles. They went to South Bend for bodies and were distributed 
all over the United States. That wouldn’t make me required to have 
any more service facilities. It is all based on the cars operating in 
your particular zone of influence that your service potential or service 
equipment is based on. 

Senator Purrett. But your supplier was informed they went to 
South Bend, was he? 

Mr. Suoatr. Oh, that is right, but- 

Senator Purre.t. He knew you didn't have to service them ¢ 

Mr. Sioatre. Yes. 

Senator Purrentt. But the supplier who supplies the legitimate 
dealer with legitimate automobiles and the legitimate dealer boot- 
legs—he doesn’t know that they are not going into that territory. He 
assumes that they are. 

Mr. Sioare. But this is a matter of history when they are regis- 
tered, and if it shows more cars are registered in my area I have to 
improve my service facilities; but until that happens I don’t have to, 
and there is no way that he can require it. 

So you come right back to the same thing. It is bootlegging, and 
that is what they fear when you come down to it. That is really the 
case. 

Senator Purreiy. I think we have gotten all the answers, and I 
don’t want to cut off debate or discussion—we don’t have any debates 
at these hearings—but we do have another witness and he is impa- 
tient, and I think we ought to hear him unless you have more questions 
of Mr. Webster. 

Senator Monroney. I have no further questions. 

Mr. Ricuarp C. Wesster. I thank you very much. 

Mr. Donatp D. Wepstrrer. Thank you. 

Senator Scnoerrer. Iam sorry I didn’t hear all your testimony. 

Senator Purrert. Our next witness is Mr. Joseph D. Danzansky, 
mg for the National Used Car Dealers Association, Washing- 
ton, D. 

Have you a prepared statement ? 

Mr. Danzansky. Yes; I do, sir. 
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Senator Purre.y. Is it your intention to read it in its entirety or 
do you wish to put it in the record and comment upon it orally ¢ 

Mr. Danzansxy. Well, it is a short statement. So, with some ex- 
ceptions, I will read it in cutivey. 
Senator Purreny. All right, siz 


STATEMENT OF JOSEPH B. DANZANSKY, GENERAL COUNSEL, 
NATIONAL USED CAR DEALERS ASSOCIATION 


Mr. Danzansxy. Mr. Chairman and members of the committee, 
the National Used Car Dealers Association is opposed to the passage 
of S. 3596 and H. R. 9769, the bill to amend the Federal Trade Com- 
mission Act to restrict automobile dealers. 

The National Used Car Dealers Association is composed of approxi- 
mately 3,000 used-car dealers located throughout the United States. 
Virtually every State is represented in its membership, which consists 
of both large and small used-car dealers. 

I might add here at this point the used-car dealer of the Nation 
and also he has investments in his automobiles and in his lots. 

At this time, although it is a little late in the date, maybe we ought 
to go into somewhat of a glossary of terms that have been used rather 
loosely here today, Mr. Chairman, and I say this with all deference to 
everyone W ho has used them. 

We have used this term “bootlegger” and I have gotten the implica- 
tion from sitting in the room today that the | ootlegger is the guy who 
sells this car to the ultimate consumer. 

In the first place, I think the entire term of “bootlegger” is a sinister 
one that does not belong in this oreat automobile industry. Boot- 
legger definitely connotes an illegal act and it is a person who sells 
something illegally. 

Nowhere in any of the testimony here today, and I don’t think the 
facts are such that any of these purchases or s ‘s are made illegally 
outside of the law. They are made, rather, by, for the most part, 
nsofar as the people I am representing, the used-car dealers for this 
country, by reputable used-car dealers. 

I could tell Senator envon ey that Bill Lee in Tulsa, Okla.—I am 
sure the Senator probably knows him—is a re putable used-car dealer, 
and I think he sells some current-model automobiles. He is not a 
bootlegger in the sinister sense of that term. 

Senator Purretn. May I say certainly when your committee was 
using it, it was simply to denote a type of sale rather than an illegal 
sale, and I am not so sure that was not simply a means of differentiat- 
ing. 

Senator Monroney. As I understand the term “bootlegger,” it is a 
franchised dealer who is selling these cars to nonfranchised dealers. 

Mr. Danzansxy. If it applies to anyone, it applies to them. 

Senator Monroney. The whole testimony I heard and the design 
of this bill was not to restrict the used-car dealer, whatever kind of 

ir he comes in possession of, but to restrict the man who signs a fran- 


chise to deal in the ultimate sale to a consumer of that model car, 
who then sellstoa third party for the purpose of selling it to the ulti- 
mate consumer, 

Mr. Danzansky. I see. 
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Senator Monroney. So, I think you understood it one way, I under- 
stood it another. 

Mr. Danzansky. Fine. 

Senator Monroney. But the whole basis of this testimony was that 
the franchised dealer who sells that car is bootlegging that ear. 

Senator Purretn.. I think that was our understanding. 

Mr. Danzansky. I think it isa little rough for the franchised dealer 
although I am not representing them and they can take care of 
themselves. 

Senator Purreii. It was simply to differentiate, Lb Way ot differ 
entiating, a type of sale, I can assure you. 

Mr. DANZANSKY. We also heard the term “illegitimate type of 
dealer.” and I don’t think that belongs to any point in this hearing, 
even to the point W here Senator Schoeppel, who is one of the fairest 
minded gentlemen I have ever met, asked the question, very inno 
cently, “Is there a national rng of these people ¢” 

That is the proportions to which this thing has been built up. 

Now, it doesn’t exist to that proportion in the illegitimate sense of 
the word. 

As we understand the bill, it would exenipt from the antitrust laws 
any contracts, agreements, or franchises which stipulate that the new 
car dealers will not resell new cars except to the publie and other 
author ze dealers. In « rdey to enforce the stipulat ion, It would per 
mit any automobile manufacturer to cancel the franchise of any of 
its dealers who sell current model automobiles made by the manufac 
Lurer to eur} bod engaged 1D the new- or used-car business other than 

erson operating under a franchise. 

Accordin gto the trade papers, Mr. Harlow H. Curtice, president of 
(veneral Motors, was refused clearance from possible eriminal sane 
tions by the Department of Justice in connection with a similar pro- 
nosal to this b 1] which he wanted to put im General Motors’ franchise 
agreements. Thank heaven out Depart. ent of Justice is on the alert 
against attempts at such monopolistic practices, 

I was happy to see they were joined here vocally by the Federal 
Trade Commission. 

We sincerely hope { it our Congress is of a like mind Perhaps 
what is good for General Motors is not good for the country. 

Kor the period 

Senator Purret.. You are not quoting anyone now, are you, sir? 

Mr. Danzansky. No; I was paraplrasing—— 

Senator Purres, | was just wondering, because I think that quota 
tion was denied by him to whom It was attributed. 

Mr. Danzansky. 1 was merely paraphrasing that which has gone 
around the country. 

Senator Purren.. All right. 

Mr. Danzansky. For the period from just before the entry of this 
country into World War IT until approximately 1952, the automobil 
industry, like most industries, was the beneficiary of a seller’s market. 
All the cars they could make and vet into the hands of dealers were 
sold without any trouble and without any real sales effort. subject 
only during the period of price controls, to price limitations imposed 
by the Government. The only limitation on the manufacturer was his 
ability to produce and his ability to obtain the necessary materials for 
the finished product. 
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During that entire period the manufacturer was able to take care 
of himself and did not find it necessary to run to his Government to 
aid him in solving his own problems of production and distribution. 
This, the manufacturer felt, was the American way of doing busi- 
ness—keep the Government out. 

From the end of 1952 until the present time there has been a change. 
The manufacturers of automobiles have not been blessed with a seller’s 
market. The consumer was starting to do some shopping. He wasn’t 
buying the first thing that was offered to him by the first seller who 
offered it to him. Competition in the true American sense had entered 
the market place and the consumer was starting to benefit. 

The manufacturer and some new-car dealers apparently became 
unhappy with this state of affairs and decided that maybe something 
should be done to prevent the consumer from getting the benefits of 
free and fair competition. 

What could be done about it ? 

One way was to ti ake whatever action was appropri: ite to prevent 
the advertising of current model automobiles in newspapers by non- 
franchise dealers. In some parts of the country this was truly effective 
and succeeded in doing real financial damage to used-car dealers who 
had obtained current models for sale. In other parts of the country, 
the results were not completely to the satisfaction of the automobile 
manufacturer. 

What next ? 

The next step was to see if the Department of Justice would sanc- 
tion an arrangement whereby the manufacturers through some device 
could prevent the sale by their dealers to nonfranchised dealers. The 
Department of Justice, through Judge Stanley Barnes, the Assistant 
Attorney General in charge of the Antitrust’ Division, turned down 
the proposal, taking the only position possible under the antitrust laws. 

What next ? 

The manufacturers and some of their overstocked, pressure-ridden 
franchise dealers, having been rebuffed by the executive branch of the 
Government, then decided to use the legislative approach. Both the 
approach to the executive branch and now to Congress represent 
efforts to get Government into their business—a position diametrically 
opposed to their position while things were going the way they liked 
them. 

In our opinion, the proposed legislation is unnecessary and immoral. 
It is immoral in the sense that it is completely inconsistent with the 
ethics and standards that have been so much a part of the free enter- 
prise system of this country. 

Automobile manufacturers should not be exempted from the rules 
of the game as exemplified by the antitrust laws of our Nation. One 
of the strong forces in making America the great democracy that it is 
has been the enforcement of the antitrust laws to prevent monopolies 
from gaining too strong a foothold on the American scene. 

Weare not against bigness as such. We are against bigness achieved 
through unfair practices and activities designed to force lawful com- 
petition out of business. 

The used-car industry, which is one of the targets of this bill, has 
been the factor in the automobile business that has given the consumer 
the chance to shop around and buy right. It hasn’t been fettered by 
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agreements with suppliers as to the prices at which their commodities 
could be sold or to the number of cars they must buy or sell. 

This bill is designed to take away from used-car dealers automobiles 
which they have been selling to consumers at fair prices—prices which 
reflect the inexorable law of supply and demand. 

Senator ScuorpreL. Mr. Chairman, may I ask a question of Mr. 
Danzansky at that point? 

Senator Purre.y. Certainly. 

Senator ScuorrreL. I am sure he was here when I raised the ques- 
tion about the franchise dealers themselves putting into motion some 
of the things they were complaining about and I seriously wondered 
about how it was happening, why it was happening, and trying to get 
before this committee the mechanics of how the operational] effect was 
finally consummated, and I think there was a witness here who testi- 
fied that the used-car dealer is our friend. I think that is in the 
record here and a used-car dealer, as such, as I understand the ap- 
proach, is something entirely different than what some of these people 
were talking about that they, themselves, in certain areas of the coun- 
try, put into motion which affected the legitimate franchised dealers 
in a lot of other sections of the country. 

Mr. Danzansky. By and large, Senator—— 

Senator ScuorrreL. Now, I do not think the industry, the fran- 
chised industry itself, is without, let us say, fault, because some of 
them have indulged in some practices and I think it ought to be 
made crystal clear here that there is a legitimate field of operations 
for used-car dealers. 

Out in my country, for years and years and years, used-car dealers 
have operated for as long as I can remember, even in my own little 
country town of 1,664 souls out there when I left. 

Mr. Danzansky. Mr. McKay testified, I believe, there were 200 
used-car dealers as against maybe 18 franchised dealers. 

Senator Scnorrre.. Yes. 

Mr. Danzansky. When you say the used-car dealer is the new-car 
dealer’s friend, or vice versa, that is true, or was true as I see the 
picture, up to the point when these manufacturers stock cramming 
the overproduced merchandise down the new-car dealer’s throats. 

Now, what happened as I view the picture, Senator Purtell, and 
you hit it on the head this morning in some of the questions in that 
connection, is this—and I am in an awful spot if I say anything 
wrong because these dealers certainly know more about this business 
than I do, but as I understand the way automobiles are merchandised, 
with reference to the used-car phase of this industry, a major portion 
of the supply of used automobiles previously came from the franchised 
dealers. They would take a car in trade and wholesale it out to the 
used-car dealer. who knew how to merchandise a used automobile, 
and he would dispose of it for them at some profit to the new-car 
dealer and some profit to the used-car dealer ; but—— 

Senator Purret,. But—— 

Mr. Danzansky. May I finish the “but”? 

Senator Purre.. Surely. 

Mr. Danzansxy. There were two “buts.” 

But when it became necessary, because of the overstocking and 
overproduction of these new automobiles, for a new car dealer to 
grant a larger trade-in allowance than otherwise would be warranted 
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fol the new cars, ih orael to dispose of his new car stock, to 
make room for fresh stuff that was being shipped from the factory, 
he could no longer afford to wholesale that automobile to the used-eat1 


dealer and he vot in to the used-car market. 

Phat, in my humble opinion, is the reason why they are showing 
elaht-tenths of | perce t. these new-car dealers because they don’t 
know iow to merchandise used car is well as a used-car dealer 
knows how to merchandise them. 


Senator Purret.. May I ask a question ¢ 
: 


You represent the used-car dealers assoc ition ¢ 
Mr. Danzansky. That is correct, sir. 
Senator Purrent.. And. if I understand the English language, it 


means used cars ¢ 

Mr. Danzansky. That is correct, sir. 

Senator Purrett. Now. we are discussing the sale of new cars 
here. 

Mr. Danzansky. Ye 

Senator Purrern. Now, the used-car dealers—are they also new 
car dealers now ¢ 

\ Danzansky. We are not—if the chairman pleases, what we 
are talking ibout. in effect, are current-model cars. 

Senator Purren We are talk hg about new cars in the bootleg field, 
are t we 

Mr. Danzansky. Very few of these dealers that I know about ad 
vertise these automobiles as new cars. 


> itor PURTELL. Well, whether they do or not— 

Mr. Danzansky. They advertise they as slightly used or they ad 
vertise them as current models. They do not advertise them as new 

Senator Purrett. Well, whether they are or not, are they used 

Mr. Danzansky. ‘They are used cars; yes 

Senator Purrent.. They are? 

Mr. Danzansky. As far as the title laws are concerned and every 
thing. they are used automobiles ‘ 

Senator Purrent. And that is the only type of car that a used-car . - 
dealer handles. that is, those dealers that you represent ¢ 

Mr. Danzansky. That is correct. 


Senator Purretn.. A car that is sold as a used car? 
Mr. Danzansky. Yes, sir. It has been titled more than once. : ; 
Senator Purret.. Well, that is what the record shows 


Mr. Danzanskxy. And that makes a used car. 

Senator P1 RTELL. You have stated it. 

Senator Monronry. Has the type of car we are talking about now 
ver been in the hands of a purchaser for his own use? 

Mr. Danzansky. I think not. I think not. 

Senator Monroney. In other words, it would still be in the whole 
sale channels of trade, not in the retail channels / 

Mr. Danzansky. Yes, sir; I would say so. 

Senator Purrett. What is a used car, Mr. Danzansky ? 

Mr. Danzansxy. That is a good question, and it has been defined 
m many ways. I think some States say that a used car is an automo- 
bile that has been run more than 4,000 miles. 
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Senator Purretu. Are the cars we are referring to run more than 
4,000 miles ? 

Mr. Danzansky. No, sir: nes usually. 

Senator Purrett. Would they be a used car in those States that 
have that definition ? 

Mr. Danzansxy. I am not even sure it is a legal definition. 

Senator PurretLt. Have you some of your dealers here that you ara 
representing from some of those States? 

Mr. Danzansky. No, sir. 

I was referring to what some of the newspapers have required of 
these used car dealers before they would permit them to put an 
advertisement in the newspaper. They insisted that the car be run 
more than 4,000 miles. 

Senator PurrerL. What I wanted to 
representative of used-car dealers? 

Mr. Danzansky. Correct. 

Senator Purret.. We are talking about the sale of new ears. 

Mr. Danzansky. You can ask these dealers, sir, if it is not true 
they are the people, the competition, that they are al to get out 
of this business, and the illegitimate dealers, to whic h some of them 
re ferred this morning, are the used- -car r deale ‘Ts who are selling these 
current model automobiles. 

Senator Purretn. Are these used automobiles? 

Mr. Danzansky. That is what this whole thing is designed to pre- 
vent. 

Senator Purret.. That is right, and we are talking about new cars, 
are we not: cars that have been described here, loosely, as bootlegged 
cars ¢/ 

I am not concerned with used cars that apparently your people are 
concerned with. Your people are concerned with used cars; aren’t 
they / 

Mr. Danzansky. Regardless of what we call it, sir, we are talking 
about the same automobile on the used-car dealer’s lot, and nothing 
else, and that is what this whole thing is designed to prevent. 

Senator Purret.. Actually, if your people were concerned only 
with used ears, cars that had actually been used, registered and used, 
then you would have no reason for being here today, would you; be- 
cause this concerns only new cars ? 

Mr. Danzansky. Well, no; this does not. 

Senator Purreitn. Well, it) concerns—— 

Mr. Danzansxy. This concerns cars that are on the lots of people 
who are engaged in the used-car business. 

Senator Purret.. Cars that have not been registered ? 

Mr. Danzansxy. That is correct. 

Senator Purrett. Cars, therefore, that have had no ownership ex- 
cept a dealer who bought them to sell them 4 

Mr. Danzansky. That is correct. 

Senator Purretn. Have you any questions on that? 

Senator Scnorppen. I will hold these until the rest of his testimony 
here. 

Mr. Danzansxy. Although the used-car industry is the principal 
target of the bill, the consumer will be the one ultimate ‘ly hurt. 


get at is this: Are you a 
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Now, along those lines, we received a wire, just as an example 
of that this was not directly asked for, Senator—directly from a 
consumer in Connecticut. I think I know why he sent it, but—— 

Senator Purren.. L just wondered whether the fact the chairman 
happens to be from Connecticut has any significance. 

Mr. Danzansxy. I think it may well have. 

His name is Yuzarra, and he is from 229 East Lawn Street, Fair 
field, Conn., and I think what he has to say is very interesting because 
I think we can multiply it by maybe a hundred million or so, and 
maybe most consumers, if asked this question, would be willing to 
hear about it. 

Senator Purret,. I am always ready and willing to hear from 
any constituent, even if somebody else delivers it. 

Mr. Danzansxy. It is addressed to the National Used Car Dealers 
Association, care of R. R. Dickey, 1406 G Street NW., Washington, 
D. C., my law partner who is currently on leave from my firm, work- 
ing with the Government, and reads: 


It is impossible for me as a new-car purchaser to comprehend the passage of 
bill No. 3596 which will deprive me of considerable savings. Dollars today are 
well taxed. Therefore, suving three to five hundred dollars in purchasing new 
car is a terrific item. As one good Republican to another 

Apparently this gentleman—— 

Senator Purrei.. He sent it to you. He didn’t send it to me. 

Mr. Danzansky. Is clairvoyant. He sent it to Mr. Dickey. 

Senator Purreti. Is Mr. Dickey a Republican ? 

Mr. Danzansky. He happens to be a Republican. 

Senator Purreiy. Or is he still one? 

Senator Monroney. Still? 

Mr. Danzansky (reading) : 

y. 


it appears to be a suicide to deny we voters the privilege of saving money 
is therefore my humble opinion that any such bill should never be presented. 


Senator Purrett. May I ask who sent it ? 

It sound like a duplicate of several I got from some of your dealers 
back there. 

Mr. Danzansky. That is not a dealer. That is a consumer. 

Senator Purrett. Consumer. 

I think I got a copy of this. It was addressed to me. 

Mr. Danzansxy. Fine. 

Senator Purrett. This person didn’t bother to change anything, 
except the person to whom it was addressed. 

Mr. Danzansky. Along those lines, also, I have a telegram from 
a chap who says he represents 1,100 used car dealers in your State, sir, 
and it reads: 

Representing 1,100 used car dealers, we direct this appeal to you asking for 
your consideration to oppose Senate bill 3596. This bill is discriminatory and 
prevents the consumers from obtaining an advantage as to price from con- 
trolled franchise dealers. It further stifles free enterprise and forbids an open 
market as far as purchaser is concerned. The public is adequately represented 
by the State motor vehicle department, and there is no need for centralization 
of authority in Washington. Would appreciate your cooperation 


That is from Donald Coppola, chairman of the executive board 
of the Connecticut Automobile Dealers and Trades Association, 
Bridgeport, Conn. 
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You perhaps got a copy of that. 

Senator Purreiu. I think I got one where it said there were 2,000. 
Don’t tell me 900 sprang up overnight in this bootleg market. 

Mr. Danzansky. They are not bootleggers, sir. They are legiti- 
mate—— 

Senator Purreit. No; I said “in this bootleg market.” I didn’t say 
they were bootlegger 

Mr. Danzansky. The bill is unnecessary in that the manufacturer 
is in a position to control the situation. The reason for sales by 
i one dealers to nonfranchised dealers is obvious. Franchised 

lealers certainly woul ~~ be selling to nonfranchised dealers if they 
c me | make more money by selling to the ultimate consumer, 

The law of supply and demand has been working. The supply in 
the hands of many franchised dealers has been greater than the de- 
mand. The cause is either overproduction by the manufacturers or 
maldistribution by the same manufacturers. Either cause can be 
cured by the manufacturer. If control of the situation is in their 
hands, Congress shouldn’t be asked to pass legislation to protect them 
from themselves. 

I have already given you what I feel is the reason. ‘These new-car 
dealers are losing dollars because they are not coming out on the resale 
of the used automobiles that they have to take in trade, and the reason 
they are not able to come on that is that they must push their new cars 
to the point of allowing a higher trade-in, more than the car warrants 
for these used automobiles. 

[ am sure that you gentlemen will note or take under judicial or 
committee notice, if you please, the television programs today for the 
very large automobile manufacturers. They are all plugging used 
automobiles—“Buy a blank; buy a used car;” and so forth. and that 
is because their dealers are not only overstocked with new automobiles 
but now they are getting a little overstocked with used automobiles. 

It would be interesting to know how many franchised dealers are 
actually and honestly interested in the passage of the proposed legis- 
lation. The hold that most automobile manufacturers have over 
their franchised dealers would probably make it virtually impossible 
to get a report on the true feeling of the dealers. 

In our opinion, the proposed bill should not be passed. It would be 
just as logical to pass legislation to prevent new-car dealers from 
expanding their operations into the used-car business. 

If we are going to preserve certain grandfather rights by this legis- 
lation, then let’s preserve them for the hundreds of millions of dollars 
that are invested by these used-car dealers who want the right to sell 
a new automobile or late-model automobile as it comes into their pos 
session, as long as they pay dollars for it. 

If some Government regulation or legislation is indicated, we rec- 
ommend a complete study, as did Mr. Webster, of the entire auto- 
mobile industry to determine the real cause and proper cure of the 
present demoralized plight of a major portion of the industry. 

Frankly, however, we don’t think that any action is necessary. The 
same great industry which mobilized so quickly and efficiently for our 
war and defense effort can master its own destiny during peacetime. 
Let’s stop crying “Wolf” and go back home and ¢ lean our own houses. 

Thank you very much. 
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Senator Purret.. We are very happy to have you appear here, Mr. 
Danzansky. 

I have got 1 or 2 questions here I would like to ask if I can find 
them. 

Do you recognize that the present practice that we have been dis- 

ussing here is affecting the standard-franchise methods of distribu- 
tion ? You do recognize it. 

Mr. Danzansky. Yes; I think the automobile industry is demoral 
ized ; yes sir. 

Senator Purreitt. And do you favor the effect it is having upon the 
present established Sy stem ¢ 

Mr. Danzansky. I certainly do not. 

Senator Purretn. I would judge from your remarks you do not. 

Mr. Danzansky. I certainly do not. 

Senator Purret.. You are in disagreement with the means that are 
being taken to correct it: is that correct ¢ 

Mr. Danzansky. That is correct, sir. 

Senator Purrett. Would you favor the substitution of a system 
ther than the present franchised system ¢ ; 

Mr. Danzansky. I am not in a position to comment on that. It is 
outside of my poviatt It is outside of the field of the peo} le Ire present. 
That is for the new-car dealers to determine. 

Senator Purrett. W ell, you, as an American, recognize that we have 
4 Serious situation in one of our most important industries; isn’t that 
right ¢ 

Mr. Danzansky. That is correct, 

Senator Purrert. You have not given any thought. however, to how 
that might be corrected ? 

Mr. Danzansky. Oh, I'd be happy— 

Senator Purrety. This is one w: ay, that is all, I just wondered, 

Mr. Danzansky. I would not venture opinions when I don’t have a 
lot of experts around; I think I would prefer to take their opinion. 

Senator Purre.tn. That is all right. 

Mr. Danzansky. Rather than mine. 

Senator Purtrety. There is certainly no particular reason why you 
should have to answer it. 

I wonder what the percentage of the used-car dealers is that operate 
solely from open air lots, and my reason for asking that is, what posi- 
tion do the -y find themselves in as far as being able to give service 
and so forth. Do a great number of those you represent operate from 
open air lots w ithout servic ing facilities? 

Mr. Danzansxy. I would say the majority of the people whom we 
represent that warrant their automobiles, be they current models or 
used, either have their own facilities directly on their lots, or they have 
subcontract facilities. where these people can take the automobile so 
they can abide by their warranty, and if they do not, of course, they 
are subject to whatever the police powers of their particular State ¢ all 
for. 

Senator Purrei.. Now, in the case of a seller of a car that is sold 
with a new car warranty, are they in a position to give the service 
that is supposed to go with that new car? As to the parts, the parts 
that are supposed to come from the producer of the car, the proper 
parts. 
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Mr. Danzansky. The few dealers that I am familiar with that aré 
engaged in the sale ot current model automobiles do have those fa 
( hi t1es,. 

Senator Purrett, And do they stock parts ¢ 

Mr. Danzansky. That I cannot answer. 

Senator Purrecyt. Well, wouldn’t it be necessary in order to use 
those facilities to have parts, as well as labor available, in order to 
service those cars? 

Mr. Danzansxy. I suppose if they do not stock them, or if they 
do not have a contract arrangement with somebody who does, that 
they get the parts from a parts dealer. 

Senator Purre... Probably from the same source they get the auto. 

Mr. Danzansky. That is possible. 

Senator Purreiy. I mean that might be supposed. 

Mr. Danzansky. That’s possible. 

Senator Purrenn. I don’t Hy that you can give me this answer, 
but you have a great number, or can you give me some idea as to the 
number of people that you represe nt that have mechanics with the 
knowledge and the skill, and particularly the special equipment needed 
to service these newer model cars, with their automatic transmission, 
their power steering, their power brakes, and many of the newer 
Innovations ¢ 

Have your people who sell the cars those facilities ¢ 

Mr. Danzansky. I'd say for the most part they do not have those 
facilities. 

Senator Purretu. So that the ee 

i bp Bee nr They either subcontr: act them or the people take 
the cars to the dealers th: at do have those facilities for servic Ing, and 
they wd for it. 

Senator Purrets. Well, that has been established this morning, I 
think, in some of the testimony given that the purchaser of a new car 
from a used-car dealer in many Instances will go to the franchised 
dealers and expect the service that goes wit h the car. 

Now, does it seem to be a proper thing, a fair thing, for the fellow 
who doesn’t sell the car to have to service the car? 

Mr. Danzansky. Well, let me say this: If the dealer who sells 
this current model automobile, represents or warrants that automo 
bile, and if he does not comply with his warranty, I am sure that the 
various State laws that are in effect will certainly take care of that 
particular culprit. 

Now, Ll am assuming that those who do warrant these cars as new 
cars, or even as they do their other used automobiles, | am assuming 
if they do warrant the automobile, that they take care of it 

Senator Purretn. Do they give the same warranty that a new 
car would carry if it were sold by a franchised dealer ¢ 

Mr. Danzansky. Oh, I don’t know, I doubt it. I wouldn’t if I 
were in that buisness, because, No. 1, I wouldn’t offer the warranty 
in the first place. 

No. 2, the price doesn’t warrant it, and, No. 3, the automobile has 
been driven. It is a used automobile. 

Senator Purret.. So, that actually this is probable, from your tes- 
timony, am I correct in understanding, the chance of getting the 
same service, with a new car sold on a used car lot, as that provided 
by a franchised dealer on that new car, is not very great ? 
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Mr. Danzansxy. No, sir, I didn’t say that. 

Senator Purreii. No, I wonder what you did say. 

Mr. Danzansky. The consumer can get the service. 

Senator Purret,. From the person from whom he buys the ear? 

Mr. Danzansxy. Either from the person from whom he buys it, 
or the person Pee whom he buys it might designate, if it was a war- 
rant automobile, or he can go into any garage that stocks the parts 
that he is intere saa in and pay for i t and get it done. If it > under 
warranty then the dealer who sells it to him should pay for 1 

Senator Purret.. Do they have much investment in an and 
tools and equipment ? 

Mr. Danzansky. Tools and equipment ? 

Senator Purreiut. Yes; to give service. 

Mr. Danzansky. I know some dealers who have a capital invest- 
ment well over three quarters of a million dollars. 

Senator Purreny. In service equipment, not in stock. 

Mr. Danzansxy. I doubt very much it would be in service and 
equipment. 

Senator Purretv. I mean service equipment. 

Mr. Danzansky. Service equipment ? 

Senator Purret.. Yes, and facilities, or is the investment mostly 
in automobiles to sell ? 

Mr. Danzansky. I know some used-car dealers that have service 
and equipment, and if so, they have a modern up-to-date service 
equipment plant. Most of those I know do not have their own 
service and equipment. They farm it out. 

Senator Purret.. Well, those that do take delivery on new cars, 
and places where they are able to adavertise them for sale as new 
cars, have you and idea as to how they arrive at their destination ? 

Mr. Danzansky. How the automobiles arrive? 

Senator Purrett. Yes; how the automobile, the new car that gets 
on a used-car distributor’s lot and is then offered as a new car by 
the used-car dealer—have you any idea as to how it arrives at his 
lot; is it towed? 

Mr. Danzansky. I suppose it’s done any one of the ways that cars 
are usually taken, either towed or driven. 

Senator Purreny. Well, [am thinking particularly where cars might 
be covered, might be taken over a great many miles with the spe ed- 
ometer disconnected and therefore no registration as to the travel. 

Mr. Danzansky. I can give you an example, sir, where in order to 
get a legitimate advertisement in a newspaper, in a large metropolitan 
city, it was necessary, before the newspaper would accept that ad, 
for the used-car dealer to turn up his speedometer from 15 actual 
miles to 4,000 before the newspaper would accept it. 

Senator Purretnt. As a used 

Mr. Danzansky. That is correct, as a used car, which is the only 
way he wanted to advertise it. He wouldn't accept it as a current 
model car or anything. He wouldn't accept the ad, because the pres- 
sure of new-car dealers was great. 

Senator Purret.. Now, then, during the many years that the so- 
ealled antibootlegging clause—I am not sure that it was even known 
as bootlegging then—was in the franchise contract was not the used- 
car business a profitable one? 
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Mr. DanzaNsky. I imagine so. 

Senator Purre.tt. Or has it just been profitable since this was 
alecided that these limitations on the sale of these cars could not be 
imposed by the manufacturer on the dealers, and therefore, since 
that was a profitable business then, would it be your contention that 
reinstatement of this particular, so-called antibootlegging clause 
would stifle competition ? 

Mr. Danzansky. I think so, yes, sir. 

Senator Purrety. In what way? 

Mr. Danzansky. I think it would stifle competition in that it would 
destroy a channel of distribution that is currently being used to get 
rid of this overstocked current model-car situation. 

Senator Purreii., But until 1948 that means of distribution was 
not open, and I understand your used-car dealers were flourishing, 
were they not ? 

Mr. DanzaNsky. From 1941 until 1948 everybody flourished in the 
automobile business. 

Senator Purreti. Well, we have got some here that disagree with 
you. 

I don’t know, I wasn’t in it either as a used-car dealer. 

Mr. Danzansky. I hope my statement wasn’t too general. 

Senator Purret,. Well, 1 wondered if Senator Schoeppel had some 
questions to ask. 

Senator Scuorrpret. Mr. Danzansky, I touched on it this morning 
wherein I personally feel that some of this difficulty that has devel- 
oped has developed because of two great motor industries, General 
Motors on one hand, Ford Motor on the other hand, moving on out in 
the manufacturing field. 

You can’t blame the people who are employed and represented by 
union gegen wanting to keep their people employed at good wages. 
So away we go off to the races, and they have to get rid of those 
cars. 

True it is, they can park them out in the lot and keep them, as 
somewhat different than a carload of cattle, something like that, 
that would have to be fed ond oaliaal and everything like that, 
but the fact is there has been an overstocking of the market on new 
cars, and a lot of this difficulty has developed because of that fact. 

Mr. Danzansky. That is correct. 

Senator ScHorrren. Do you agree with me on that ¢ 

Mr. Danzansky. That’sit. That’sit. It’s overproduction and bad 
distribution. In other words, there may Te don’t know the dis- 
tribution is as bad as overproduction today, but there may have been 
spots in the country where they were overloaded with a certain model 
and certain spots that didn’t have enough of them, or a certain type of 
automobile. 

sut I think—in my humble opinion, and it’s very humble, in light 
of the people in back of me, now, some of them who have said, “Oh, no,” 
to certain things—that is the main cause of this thing, and that the 
only reason the new-car dealer and the used-car dealer is not walking 
hand-in-glove as they used to walk is because they are each fighting 
for a market here. They are fighting for their own survival. 

The used-car dealer is just as demoralized as this new-car dealer, 
and the whole business has been caused, in my book and humble opin- 
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rprodu C10n on thre part ot the hew-car dealer, and the 
! tence that these stocks be di posed of. 

Senator Scrorpret. Well, that to me is a big economic factor, and 
when it is dammed up, an enforced outlet at a reduced price 1: 
lr table 

Now, whether the franchise dealer then is permitted to cut his 
pr ( tow! order to move h stock is one thine, or whether he 

vell, I can’t do it in my own area, as was brought out here this 


morning, and I'll get some sales people who will agree to take these 
ears off my hands at a very, véry nominal sum over what I pay for 
them and move them on to another State. 

Mir. Danzansky. Senator, right in Wichita, Kans., I talked with a 
used-car dealer who showed me an automobile—I won’t tell the model, 

ke of the car, but I ask you to take my word for it—and 
said, oe bought this car from a new-car dealer at S250 under his 
cost, not $50 over, but $250 under that new-car dealer’s cost.” 

Senator Purret.. Was that a current model ? 

Mr. Danzansky. In Wichita. Current model, 1954. That’s how 
overstocked that new-car dealer was. 

Senator Scuorpret. Taking an economic factor right in here, that 
we just as well might realize and face head on: That shows, when a 
man does that, that he needs money, his credit’s bad or his credit’s 
cramped or he’s got to move something in a manner and at a time 
that he’s got to make that financial sacrifice, and it would seem to 
me, with the overproduction from the manufacturing standpoint, and 
these cars being shoved out—they are having to be in different out- 
lets- ind f the overall market is vetting saturated, why, the price 
has got to come down, if you are going to move them, and is that the 
field that a lot of your used-car dealers move into / 

Mr. Danzansxy. That is correct. They move into that field. They 
buy them from these auctions, where these new, overstocked new-car 
dealers are sending their automobiles and then they take them and 
put them on their lots, advertise them if they can, some newspapers 
won't accept their advertising, advertise them as current model auto- 
mobiles, and sell them, some with warranty, some without warranty, 
but it’s always 3 to 5, to 7, 12, 15 hundred dollars under the cost to 
the consumer, if he had to go into the new-car dealer’s showroom and 
buy it. 

Senator Purret.. Well, you agree this is an unhealthy condition 
for the industry. 

Mr. Danzansky. Very, very. 

Senator Purret.. Then obviously when it is corrected your used- 
car dealers will not have available to them these used cars; is that 
correct? I mean these new cars. 

Mr. Danzansky. That is correct. 

Senator Purret.. They didn’t have them in the past. 

Mr. Danzansky. That is right. 

Senator Purre.i.. So, therefore, it would seem, No. 1, it is a bad 
economic situation; No, 2, it is only a temporary situation with your 
used-car dealers and it seems to me the used-car dealers, too, would 
be olad to see this situation corrected. 

Mr. Danzansky. That is correct. 


clint 
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Senator Purretn. Because lowering the market on your used 
cars as well as on the new cars. 

Mr. Danzansxy. Well, it is lowering the market—of course, it 1s 

not feasibly lowering the markup, it is lowering the market price, 
you buy for less and you sell for less. 
Senator PurRTELL. We I], Vm not sure, I don’t know enough about 
it, but it would seem to me your markup is determined pretty much, 
certainly On a percents ige basis on the selling price of your car, SO 
the number ol * dollars involved are less. the number of dollars of 
profit and so forth. And if that is correct, would it not be to the 
advantage of used-car dealers to see that means are taken to correct 
that situation 4 

Mr. DANZANSKY. We would love to have it corrected. 

Senator Purreni. Is that the means to do it? 

Mr. DanzAnskyY. But this is not the means to do it, sir. You don't 
create, or you don’t help free enterprise, by stifling it. You don’t 
help it by putting into the hands of a few large manufacturers further 
means of destroying competition, and this is just one step. You give 
them this step and they'll take another, and, to me, gentlemen, it is 
awfully significant, and mayoe I’m getting sinister now, in the mood. 

Senator PurreLtt. Say maybe you are getting sinister, indicating 
that somebody else was, you do not mean that. 

Mr. Danzansky. No one specifically, let me put it that way, some 
of the terms that have been used have been a little sinister—I’ve for 
gotten my point. 

Senator Purre i. I won't do this to you any more. 

Mr. Danzansky. I should be used to it. 

Senator Monronry. Let me ask you an easy question, what per- 
centage of your used-car dealers sales are in these new cars or current 
model cars, or whatever you want to call them ¢ 

Mr. Danzansky. It is impossible for me to guess, sir; relatively 
small. 

Senator Monroney. Isn't it something relatively small ? 

Mr. Danzansky. Yes, sir. 

Senator Monronry. So actually this bill is not designed as your 
statement says to put the used-car dealer out of business, merely to 
cut off his source of franchised cars that are flowing in and avail- 
able for him to purchase. 

Mr. Danzansky. That is correct. You see, Senator, we used to 
be able to buy at wholesale the used automobiles. That used to be 
the backbone of a great number of used-car dealer businesses to 
buy at wholesale from these new-car dealers who didn’t want to be 
in the used-car business, and I venture to say even today, they would 
rather not be in the used-car business, but because of the fact they 
must make these overallowances for these trade-in automobiles, in 
other words to dispose of this new car stuff, stock that is rolling to 
them, they must retain and retail these used automobiles and that 
deprives us of a source of supply of used cars on our end, you see? 

Senator Monronty. Do you mean to tell this committee that there 
is a nationwide shortage of used cars ? 

Mr. Danzansky. Oh no, oh no, I hope you didn’t get that impres- 
SION. 
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Senator Monroney. I mean—— 

Mr. Danzansky. Maybe I didn’t make myself clear. 

Senator Monroney. | know, but from what I understand the burden 
of that last statement was you are going to have to have special buyers 
to get out and get youa stoc k of used cars—— 

Mr. DANZANSKY. No, si 

ackdae Mei lebantnit, War sor tthe Maclets,wel — 

Mr. Danzansky. No, sir. 

Senator Monroney. As much as I respect your ability, it seems a 
little credulous—— 

Mr. Danzansky. If I gave you that impression, sir, you have a 
right to question my ability. I didn’t mean to give that as my impres- 
sion. There is not a short: ige of used automobiles in this « ‘ountry, but 
it is not possible for the used-car dealer to buy in wholesale quantities 
these used automobiles for resale, reconditioning and resell to the 
consumers, as there was before, because the new-car dealer is in that 
business today, and he wasn’t before. 

Senator Monroney. But, the used-car dealers really are not. suffer- 
ing from any lack of supply of used cars, are they. 

Mr. Danzansky. They are suffering from 

Senator Monroney. I mean from around Washington and all. 

Mr. Danzansky. They are suffering from the same thing the new- 

‘ar dealers, they aren't suffering from lack of supply either, they are 
satlering teem lack of profits. 

Senator MonroNry. And whenever your new car markets—it is 
your new car prices that determine the prices on your used cars, 
every time you have got a new car, whether it is a Ford or Mercury 

De Soto or anything else, that is selling at $500 below his, then 
every used car of that same grade is going down. 

I mean your used-car market is tied up with your new- car market. 

Mr. Danzansky. Yes. 

Senator Monroney. Lack of stability in new car prices makes for 

instability in used car prices. 

Mr. Danzansky. That is correct; after a month or so it doesn’t 
make that much difference to used-car dealers, | mean because they 
buy cheap, they may have been caught with an inventory on this 
decline, but once they dispose of that initial inventory, they are able 
to buy cheaper and sel] cheaper. 

Senator Monroney. Yes. 

Senator PurreL,. You agree we ought to do something to correct 
this situation ¢ 

Mr. Danzansky. No, sit 

Senator PurreLL. You agree it isa temporary situation / 

Mr. DanzaNnsky. I don’t think Congress should be called on to do 
anything. 

Senator Purte.yi. I do not mean Congress 

Mr. Danzansky. No. 

Senator Purreny. I should have put it another way. You agree, 
No. l, it isate mporary situs ition. 

Mr. Danzansxy. Yes, s 





/ 


ie cae 7 ee die 70 cearedatiislaeiaatthacsvaaallch’ te hw done dees it’ 

Mr. DanzaNnsky. By someone. 

Senator Purrreiy. Yes. You disagree it ought to be done through 
legislative action / 
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Mr. Danzansky. That is correct, sir. 

Senator Purreii. I have no more questions. 

Senator Scnorrret. Mr. Danzansky, I have one more question I 
would like to ask you: When in your judgment, representing your 
used car dealers, have you noticed the biggest, let us say, increase 
in the new cars, or current cars, let us put it that way, being available, 
has it been 1 year, 2 years, a year and a half or 

Mr. Danzansky. A year anda half is the answer, sir. 

Senator ScHorpren. The reason I asked that is that there is, I think, 
on evidence in here that within the last 2 years this thing has pyra- 
mided. 

Mr. Danzansky. It could be 2 years; my best guess is a year and 
a half to 2 years. 

Senator Purre.y. Your biggest objection is that anything putting 
perhaps greater power in the hands of the manufacturer should not 
be enacted. 

Mr. Danzansky. That is correct; or any legislation that disturbs 
the antitrust laws of this Nation. I think this is the only Nation in 
the world that has antitrust laws and I think that is one of the reasons, 
because we do not go for cartels and that kind of business. We be 
lieve in free enterprise, and letting supply and demand seek its own 
level, 

Senator Purreni. Well, Mr. Danzansky, you have been nice in 
coming up here. 

Senator Monronry. I have a question or two I would like to ask. 

Senator Purretn. I am sorry. I thought you had exhausted the 
questions. 

Senator ee I also agree with you on the subject of free 
enterprise, but I think they are features of our free-enterprise system, 
that we have built ourselves into the greatest distributive system in 
the world; that our free-enterprise system is not the law of the jungle; 
that we have certain channels of trade, which through our history 
have proven very successful. I mean I do not know of anything that 
is more a channel of that than the automotive distributors business. 
1 mean the automotive sellers and I will include your used-car people 
in that, because it is a little bit hard to find throughout this country 
people who are not an transported by automotive rolling stock, and 
when you compare this with other nations of the world, it is fantastic. 

It has been built up by something that has been probably some- 
what traditional from the beginning of the automotive industry, from 
the time we had the 2-cylinder Brush, 1-cylinder Brush automobiles 
and the Winton Sixes, up to now, that they were franchises and those 
dealerships were very important. 

In the first place they wanted the thing to run, and they wanted 
to know that the livery stable that was selling it at that time was 
going to be there to service that machine. Now if we come along in 
the vear 1954, because of something someone may have said in the 
Justice Department in 1948 and we change that whole pattern, I think 
we are doing violence to my concept of free enterprise, and I can’t 
see anything that is incompatible with our free-enterprise system in 
an effort to protect a historic, successful, and one that leads to pros 
perity for all, a franchise system, to give the responsible seller the 
right to engage in the merchandising of that commodity in that par- 
ticular area, 
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Mr. Danzansky. At the same time Keeping the best interest of the 


consumer at heart, and enabling him or her to get that bit of mei 
chandise at the best possible price, Ou methods of di tribution, 


Senator. and | am certau ly not going to engage in an economic argu 
ment with you: you are certainly much better acquainted with the 
economl of th Nation than I ever will be. 

Senator Monroney. I would doubt that. 

Mr. Danzansky. But our methods of distribution are changing 
daily, or certainly decade by de ade, and the thing that we are trying 


ret to the consumer the best possible ( ommodity at the leas 


Senator Monroney. Well, I would say that that is partly true, but 
I would venture to say, SII, that this condition continues to worsen, 
as it has in the last 2 years, that what you are going to have is Sears, 
Roebuck type ot merchandising Im every county and town by Ford 
Motor Co., by Chevrolet, by others. and you will lose this great corner- 
stone ol the free-enterprise system, which is the ee guy that is 
independent, that is putting his own money in and he is responsible 
to his local banker and to his local customers. 

Now, if we destroy that facet of our economy, I think we have lost 
an aw ful lot ot eround and I am fearful as you are of big business 
ind the greatness of a few men sitting in Detroit to turn the valve 
on or to turn it off, or to send an order out by telegram and say, lay 
off 20 percent of } your men, we are not selling many cars out there. 

These fellows have been before us today and are keeping a good 
many of their employees hoping the market will gel better. 

Mr. Danzansxy. I am fearful that one break, one break in our 
antitrust laws, one leak in that dike is going to invite others, and I 
don’t think our Congress should weaken it. 

Senator Monronry. When you say control of situations in their 
hands, you are talking about the manufacturers, Congress should be 
asked to pass legislation to protect them from themselves, we are being 
asked to pass legislation to protect a third party, which are your 
franchised dealers, they have, I don’t think any control, and I do not 
believe you think they have any control over saying not to absorb more 
ars than the are reasonab ly sure the V can se |] today. 

Mr. Danzansky. That is correct. “Of course this legislation is not 
des oned to help them in that phi ise. 

Senator Monronry. Well, the purpose of this 

Mr. Danzansky. And it is purely permissive on the part of the 
automobile manufacturer 
Senator Monronry. As I see this legislation, I do not think it is 


perfect by any means—if you were able to protect the dealer from the 
competition in his own town, with his own make of car that he mer 
handizes and has the franc hised merchandize and has the responsl- 
bility for, if you could eliminate that, then the other dealer in the 
other town that is causing that, if he is liable to lose his franchise, will 
lose tw ice, 

Sure he w ll take 50 more cars than he can sel] because he knows 
used-car sellers who will sell them as current models also. I have no 
quarrel with used- ne Aopen 78 2 ee eee ree [ am not worry- 
ng about that or the new- ar dealers, | ut I think they will always 
have a pretty good stock of ¢ irs they can sell, the current patterns, 








AMEND FEDERAL TRADE COMMISSION ACT 185 


and, being an old thrifty guy I sometimes like to buy last year’s 
models 

Mr. Danzansky. This reminds me somewhat of the metropolitan 
situation in the days the big boys had the little boys fighting among 
themselves when the little bovs should have been friends and the big 
boy Ss reaped the harvest and the little be VS went out of business or had 
to turn back in order to remain in business, and in that instance, as 
welj as in this, there was no control, as Senator Schoeppel well knows, 
at the farm level and yet there was control all the way down. 

There was no way of controlling that farm level. Now, there is 
no control at the manufacturers level here, and vet there are some de- 
vices being cooked up to control the other phases of distribution. 

nator Monroney. I cert: unly think if you are in agreement—— 

Mr. Danzansxy. I will almost go along with the fellow from Rhode 
Island that Foe here today, if you are going to control it, they’d 
control it all the way down, co trol the amount of cars you can put out. 

Senator Monroney. I do not think that is necessary, but I do think 
you need to control in some way — dealer against compulsion to ab- 
sorb for the purpose of staying in business more cars than he can 
legitimately sell in his trade territory than has been given him. 

It is a sort of permission to operate there in selling that particular 
kind of car. 

If he doesn’t have that, any kind of protection whatever, if the pol- 
icy of the manufacturer is to overload a dealer in an adjacent area, 
then this situation is going to continue to worsen, and while you are op- 
posed to this method, then I would like to have your ideas on what 
method you would think would be fair. 

Mr. Danzanskxy. May I respectfully state the lesson that should 
come out of this hearing here today is the fact there is an honest dif- 
ference of opinion as to the cause and cure of this situation. 

Now, if that honest difference of opinion exists, then I think this com- 
iittee or some committee or some branch of our Government should 
make a thorough study of the situation, and not attack it piecemeal. 

Senator PurreLt. Well, if I can assure you of anything, I can as- 
sure you we understand there is an honest difference of opinion. I 
can tell you that. 

Now, Senator Monroney, have you any questions? 

Senator Monronry. Yes. I wonder, as we go along with this hear- 
ing, without undue delay, if we could get some testimony from the 
manufacturing level. I mean I think we have had enough testimony 
from the dealers to know there isa problem. We have testimony that 
they think this might be the means of solving it, but there is also a 
question of whether there will be any relief forthcoming from the 
manufacturing level, which I think most of the witnesses have testi- 
fied figures in creating this problem. 

Senator Purreti. | can assure the Senator that will be a subject 
that will be thoroughly discussed by the subcommittee. 

Senator Monroney. The hearings are not now necessarily closed ? 

Senator Purrety. No, I am recessing them as soon as we are finished 
with the testimony here, subject to the call of the Chair, and T will 
hold the record open for a minimum of 3 days, and of course if we 
decide to hold hearings, Senator, we will hold the record open for a 
longer per iod. 
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I do think it would be ady isable to have a meeting of the full subcom- 
mittee, I think you will agree with me, to discuss what we shall do, 
whatever steps we desire to take in the acceptance of further testimony, 
I think you agree with me. I know there is a gentleman down there 
who has been most anxious to have me recognize him. 

Are you through with the questions ¢ 

Senator Monroney. I am through. 

Senator Purret.. | want to thank you, Mr. Danzansky, and I want 
to thank you particularly for coming. 
Well. the counsel says he wantstoaska question ¢ 
Mr. L’Hevrevux. On page 3 you say: 


The Department of Justice, through Stanley Barnes, the Assistant Attorney 
Genera in charge of Anti-Trust Division, turned down the proposal, taking the 
only position possible under the antitrust laws 


Now, the dealers and their lawyers have told us they were puzzled 
by Attorney Barnes’ decision and that he never cited one single deci- 
sion, and I thought perhaps you, being a lawyer, in making this state- 
ment, would have some decision to rest your judicial or legal hat on. 

Mr. Danzansky. I am enough of a lawyer to be willing to hang my 
hat on Judge Barnes’ opinion. 

Mr. L’Hevureux. You are resting entirely on his opinion? 

Mr. Danzansky. Yes, sir. 

Mr. Purrett. Senator Monroney. 

Senator Monroney. There never has been a single case brought in 
court on this particular subject, has there ? 

I think if I understood the testimony 

Mr. Danzansxy. That is what counsel said and he may well be 
right, and I am sure he has studied this problem much more thor 
oughly than I. 

Senator Purret.t. Now that smiling gentleman in the rear of the 
room who is most anxious to be recognized, held up his hand, J hope, 
for not 2 hours, but 2 minutes. 

Mr. Lanprear. I am thoroughly convinced somebody who didn’t 
know much about the automobile business is the author of this. 

It. says here, and I want to bring this to the attention of the com- 
mittee or to men who really know: 

In our opinion the proposed bill should not be passed It would be just as 

© pass legislation to prevent new-car dealers from expanding their opera- 
tion into the used-car business 


£ a 


Gentlemen, I was selling used cars probably before this gentleman 
representing the used-car dealers, Mr. Danzansky, was born. We 
have to expand our used-car business according to the business that 
we do in our new-car business, so, that, if you have a blue pencil, would 
it be possible to just cross that particular one out ? 

Mr. Danzansky. A point of personal privilege, sir. 

Senator Monroney. Point of order. 

Senator Purrett. Now this is beginning to sound like another meet- 
Ing. 

Go ahead. 

Mr. Danzansky. I would prefer not to have that statement strick- 
en. I would, however, appreciate an answer to that question, in which 
event perhaps, if I will get the correct answer, I will volunteer that. 
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Senator Purrein. I might say since this is the official record there 
will be no striking out of any testimony taken here today. 

Mr. Danzansky. Thank you, sir, but I would like to ask the gen- 
tleman from Rhode Island whether or not it is true that currently 
you are wholesaling less used cars percentagewise than you used to 
wholesale prior to 1952 

Mr. Lampnrar. Well, I don’t wholesale any used cars myself. 

Mr. Danzansky. You never did? 

Mr. Lanpuerar. I do not wholesale any, and we have a used-car de- 
partment that takes care of that. Most of the dealers do. 

Mr. Witurams. Mr. Chairman. 

Senator Purre.t.. Here is a gentleman who has been very silent 
and very patient. 

Mr. WitxrAms. Mr. Chairman, might I answer that by saying that 
3 months ago I started wholesaling all of my used cars for the first 
time, about 200 a month. 

Mr. Danzansky. Thank you, that is helpful. 

Mr. Kirks. Before you recess, Mr. Chairman, would it be possible 
for us to offer these as typical examples of types of advertising ¢ 

We can furnish those from practically every city in the United 
States. We do not want to belabor the committee with them. There 
are four examples. 

I have given counsel for the committee some other illustrations 
where used-car dealers are advertising cars never driven; new cars. 

I do not know what the definition of a used car is. Hf they are 
advertising it as never having been driven and as new 

Senator Monroney. It is not yeur position they do not have the 
right to advertise new cars if they want to; it is your position there 
should be allowed to the manufacturer in franchises to dealers the 
right of cancellation, if the dealers sell to other than the ultimate 
user. 

Mr. Kirks. That is correct, 

Senator Pr RTELL. These show they are advertising them as new 
cars. 

This shows “Never driven 1954 models must go. So w ill be sold at 
cost, and down payment as low as $200,” and there are Chevrolets 
at $1,495, Fords at $1,495—I guess they are all $1,495—Plymouths and 
so forth. 

We will be glad to have them. 

You do not wish them to be put in the reeord ¢ 

Mr. Kirks. No, sir; just be available. 

Senator Pr RTELL, - he Vy will be rece ive ac and ke pt on file. 

Are there any other questions, Senator ¢ 

Senator Monroney. Let me ask one question of the last gentleman 
who spoke. 

There is nothing in your franchise that prevents, if you are over- 
stocked, your making extra-long tradeins on cars or from otherwise 
gett ing out of an economic emergency with the bank or with the finan- 
cial company that floor plans those cars; is there ? 

Mr. Kir Ks. May I ask our president 9 who is a dealer, to answer 
that, sir, from his experience, rather than from a legal point of view ? 

Senator Monroney. In other words, the argument that has been 
made to me by one or two used car dealers—I mean who have talked 
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to me Dy telephor e is that passage of this bill would leave them in 
distress. that they would have no way of moving cars, were stickers 
on the floor, and my question was, there is nothing in your franchise 
that would prohibit, if you are being pressed by the bank, or the 
finance company, viving an extra-long deal to move cars that are not 
readily salable ¢ 

My FREED. senator Monroney, the answer 1S decidedly no: there 


nothing to stop us, and I have made that mistake a few times in my 
business eareer of taking more cars than the market could absorb 
sudden economic change or something, and we traded long. 

\ i matter of fact we give discounts for a clean deal, without a 
trade-in, and we are generally —Wwe are permitted to merchandise them 
the way any other merchants merchandise what they think is dis- 


tress stock. 
Senator Monronry. And that is permissible under your franchise 4 


Mr. Freep. Yes, sir. 


Senator Monroney. So this is not the only way in which a dealer 


could save himself ? 

Mr. Freep. That is correct. 

Senator Monroney. That is the point I wanted to particularly 
vet at 


Mr. Freep. That is correct; yes, su 
Senator Purrein. Since there are no other witnesses, the hearing 
i. subject to eall of the chair. 

( Whereupon, at 5:90 p. m., the hearing recessed on Tuesday, July 
20, 1954, subject to call of the Chair.) 

(The following letters and telegrams were received for the record :) 


will stand in recess 


AusTIN, Tex., July 8, 1954. 
Hon. Lynpon B. JOHNSON, 
Ncnate Office Building, Washingtor D. ©O.: 

S. 3596 (Dirksen) would amend the antitrust law to permit automobile 
manufacturers to include in the retail dealer franchise a penalty up to and 
including franchise cancellation if an authorized dealer sells to anyone other 

an a retail consume! We believe it is a step toward eliminating the boot- 
legging situation which is necessary for survival of the legitimate franchised 
dealer. General Motors and our National Automobile Dealers Association a few 
weeks ago attempted to get a Department of Justice ruling that this would be 
permissible without civil or criminal liability under the antitrust law, but the 
Department said it could not grant such immunity and suggested to N. A. D. A. 
that we would do better to spell it out in a law. Hearing is before the Senate 
Interstate and Foreign Commerce Subcommittee Tuesday, July 20. Nationwide 
grassroots support is being promoted by N. A. D. A. in an effort to pass the 
measure before adjournment because time is of the essence. S. 3596 appears 
to be permissive only and is something we believe vou can support and hope that 
you will. Homer Thornberry is working toward the end that a House hearing on 
companion H. R. 9769 (Crumpacker) can be set for July 21, day after Senate 
subcommittee hearing. You know automobile dealers as a class do not run to 
Government for legislation to aid them in a highly competitive business, but this 
situation is totally out of hand. The car manufacturers have shown an inclina- 
tion to do something about the bootlegging situation, but in view of Department 
of Justice position it is understandable why they will not proceed further in that 
direction without a clear statement of law that in so doing they will not be in 
violation of antitrust law. Passage of S. 3596 would put the retail dealer in a 
position to talk turkey to the factories, but giving the factories legal clearance to 
put their own house in order in what now is a rather messy situation if the. 
sincerely so desire. We hope you will go with us. Regards and thanks, Pleas: 
idvise 


Tom J. Crooks, 
Vanager, Teras Automotive Dealers Association. 








AMEND FEDERAL TRADE COMMISSION ACT LS9 


WASHINGTON, D. C., July 21, 1954. 
Hon. WILLIAM PURTELL, 
Chairman, Business and Consumer Interest Subcommittee. 
Senate Interstate and Foreign Commerce Committee 
Senate Office Building, Washington, D. C.: 


Re 8. 3596, a bill to amend the Federal Trade Commission Act with respect to 
certain contracts, agreements, or franchises to enable manufacturers of auto- 
mobiles and trucks and their franchise dealers to protect their goodwill in the 
business of manufacturing and distributing automobiles and trucks made or sold 
by them by restricting franchise dealers from selling to certain unauthorized 
persons, on which your committee held extensive hearings yesterday. The 
independent tire sales and servicing agent, nationwide, is plagued with the same 
practices that are complained of by automobile dealers’ bootlegging of automo 
biles. In the rubber-tire industry the bootlegging could be charged in most 
instances to certain tire manufacturers attempting to dispose of surplus stocks 
at prices ruinous to independent tire sales and servicing agents—in many in 
stances the bootlegging of tires and tubes, particularly in truck and bus types, 
either coming direct from the manufacturer with surplus stocks or through the 
manufacturers’ own retail stores. 

Any and all competent independent tire sales and servicing station agent 
specializing in truck and bus tires must maintain large inventories plus ample 
equipment to handle service to the truck and bus operator and have experienced 
personnel to handle the servicing of the truck and bus tires. We believe there 
fore the proposed legislation, if approved by your committee, should certainly 
include similar protection for independent tire sales and service agents in the 
truck and bus tire field Their problem is as serious, if not more serious, than 
that facing independent automobile dealers in bootlegging If conditions would 
arrive at a point where independent truck tire sales and servicing agents would 
have to close shops, Nation’s automotive transportation would suffer. We are 
opposed to any action that would weaken or bypass present antitrust laws. We 
believe the subject matter affecting independent automobile dealers, independent 
tire sales, and servicing, all through monopolistic actions by “the big” in the auto 
motive industry, which included car manufacturers, tire manufacturers, should 
be a subject matter for the Department of Justice to institute immediate action 
on However, until such time as the Department moves, we believe there would 
be need for such temporary legislation. Will you consider these suggestions and 
embody them in the record of the hearings? Will you kindly acknowledge receipt 
of this wire? 

BurGeER TrRE CONSULTANT SERVICE AND NATIONAL INDEPENDENT, 
By GrorGe J. Bureer, Jr., and CHARLES H. BurGER 
250 West 57th Street. New York, N. ¥ 


BriIpGeport, Conn., July 19, 1954 
Senator WILLIAM PURTELL, 
Senate Office Building, 
Washington, D. C. 


Dear SENATOR: In receipt of July 17 in which you informed me that S. 3596 
was not sponsored by you, and in which you invited me to submit a statement for 
the record, S. 3596 is in effect the same legislation which various State legis 
latures have refused to consider. This refusal has been based on the recognition 
of the legislatures of the various States that the best interest of the people 
generally was not the prime consideration. The real purpose of the bill is to 
protect the large profit of the automobile franchise dealer. The purpose is, in 
effect, to allow the automobile manufacturer to fix the price of new automobiles 
and grant them a license to establish a monopoly in the sale of new automobiles 
The success of the legislation would mean that the efforts of the Congress of the 
United States would be diverted to the protection of special interests. The tradi 
tional concept of price and demand of economy will be abandoned should this bill 
meet the approval of the subcommittee. If justice and fair play are to continue 
to govern your action, gentlemen, then I fail to see how this bill can meet with 
your approval. 

Esquire Motors, INc., 
JeRRY HASKELL. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, July 2, 1954. 
Hon. JOHN W. BrickKERr, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate 


DEAR Mr. CHAIRMAN: Reference is made to your letter of June 14, 1954, for 
warding a copy of 8S. 3596 which is now before your committee for consideration 
You state that the committee will be pleased to receive any comments I may 
care to offer concerning the proposed legislation 

S. 3596 would amend section 5a of the Federal Trade Commission Act, as 
amended (15 U.S. C. 45), by adding a new subsection which would render valid 
and enforceable any contract, agreement, or franchise by which any franchised 
new motor vehicle dealer would agree to refrain from reselling any current new 
model vehicles to any unauthorized person for resale. It is understood that the 
proposed legislation is sponsored by the National Automobile Dealers Associ- 
ation to prevent the wholesale bootlegging of new automobiles which is said to 
be threatening the stability and integrity of the franchised dealer structure. 

The amendment to existing law sought to be accomplished by S. 3596 would 
not affect the functions of the General Accounting Office and, hence, I have 
no recommendation to make with respect thereto 

Sincerely, 
FRANK H. WEITZEL, 
icting Comptroller General of the United States. 


NATIONAL AUTOMOBILE DEALERS ASSOCIATION, 
Washington 6, D. C., May 6, 1954. 
Hon. HERBERT BROWNELL, Jr., 
{ttorney General of the United States. 
Washington, D. ¢ 


My Dear Mr. ATTORNEY GENERAL: It is my privilege to present to you herewith 
a request for action on your part on behalf of the franchised new-car dealers of 


America 
Favorable action at the earliest possible date is urged most earnestly and re- 
spectfully, to the end that prompt corrective action may be taken to eliminate 
the practice known as bootlegging 
Very sincerely, 
FREDERICK J. BELL, 
Hrecutive Vice President 


DEPARTMENT OF JUSTICE, 
Washington 12, D. C., May 27, 1954. 
Mr. FREDERICK J. BELL, 
Executive Vice President, 
National Automobile Dealers Association, 
Washington 6, D.C 


Dear Mr. BELL: This has reference to your letter of May 6, 1954, addressed 
to the Attorney General, requesting an expression of opinion as to the appli 
cation of the antitrust laws to the inclusion of a provision in an automobile 
franchise agreement. This provision would bind a dealer not to knowingly sell 
any current model motor vehicle to any person engaged in the business of selling 
new or used motor vehicles, other than to another authorized dealer selling 
the same make of vehicle, and violation of this provision of the agreement 
would be a basis for cancellation of the dealer’s franchise by the manufacturer. 

On behalf of the National Automobile Dealers Association you request to be 
advised whether the Department of Justice would undertake to waive the 
institution of criminal proceedings under the antitrust laws with respect to 
such a contractual provision if the Department should subsequently determine 
to test the legality of such a provision if it is included in franchise agreements 
entered into between manufacturers and dealers. We understand that, if the 
waiver is given, the association proposes to advise its members that they are 
at liberty to negotiate individually with a manufacturer to secure such a pro- 
vision in their franchise agreements free from the danger of criminal prose- 
eutiol 

As you are aware, the Department of Justice is not authorized to render 
private persons or organizations advisory opinions on questions of law. It is 
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within our discretion, of course, to determine what type of proceedings should 
be brought under the antitrust laws in particular cases. Accordingly, when 
full disclosure of a proposed course of action is made to this Department, it 
is our policy to indicate whether or not the Department will forego the insti- 
tution of criminal proceedings if it should subsequently determine to test the 
legality of the proposal if put into effect. 

Pursuant to this policy, we have carefully reviewed the statements contained 
in the memorandum, enclosed with your letter, in support of the association's 
request together with the legal arguments set forth therein as they relate to 
the legal effect of inclusion of the proposed type of provision in a franchise 
agreement. We have concluded that the Department of Justice cannot under- 
take to waive the institution of criminal proceedings with respect to such a 
contractual provision should we decide to test its legality if members of the 
National Automobile Dealers Association should incorporate it in their franchise 
agreements with manufacturers, since it raises important questions under the 
antitrust laws. The same considerations require us to deny your alternative 
request for a waiver, for a specified period of time, of the Department’s right 
to institute criminal proceedings with respect to such action by members of the 
association, if it is undertaken by them. 

Sincerely yours, 
STANLEY N. BaRNEs, 
Assistant Attorney General. 


DEPARTMENT OF JUSTICE, 
Washington 12, D. C., June 11, 1954. 
Mr. FREDERICK J. BELL, 
Erecutive Vice President, 
National Automobile Dealers Association, 
Washington, D. C. 


DEAR Mr. BELL: This has reference to our conference of June 2, 1954, in which 
you requested that the Department of Justice consider further the proposal of 
National Automobile Dealers Association intended to eliminate sales of new 
motor vehicles by franchised dealers to used motor vehicle dealers. At the 
conference you disclosed that the association is desirous of undertaking the 
program of action previously reviewed by this Department and, if necessary, 
of inviting a test case to determine the legality of the action which the associa- 
tion proposes that its members should take. In this connection, however, you 
request that the Department of Justice render the assurance that, if litigation 
is instituted against the association or its members on account of acivities 
underaken in implementation of the program, it would be civil and not crim- 
inal in nature. 

From our study of this matter we have concluded that no such assurance can 
be given the association since we believe that the association’s original pro- 
posal is objectionable under the antitrust laws. To provide, therefore, any 
such assurance as you request would constitute a departure from the estab- 
lished policy of this Department not warranted by the circumstances. 

Sincerely yours, 
STANLEY N. Barnes, 
issistant Attorney General. 


NATIONAL AUTOMOBILE DEALERS ASSOCIATION, 
Washington 6, D. C., June 15, 1954 
Memorandum for the Attorney General of the United States. 


The document accompanying my letter to you of May 6, 1954, set forth, the 
serious economic effects on the retail automobile industry resulting from the 
growth of the practice known as bootlegging. 

In that document NADA requested that the Department of Justice waive its 
right to criminal proceedings indefinitely, or, alternatively, for a specified time, 
through the medium of a railroad release, in the event that the so-called anti- 
bootlegging clause were to be reinstated in the franchise between automobile 
manufacturer and dealer. 

On May 27 Assistant Attorney General Barnes denied this request. 

On June 2, at a conference in Judge Barnes’ office, a substitute proposal was 
made by NADA in requesting that, should the Department of Justice determine 
to test the legality of such an antibootlegging provision in the franchise agree- 


ment, the test would be conducted in the civil courts, and, further, that should 
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e Government a reasonable time would 
alers concerned, acting with prompt- 
due diligence, to remove the clause from the franchise agreements. 








we requested very simply that any further litigation, if instituted, be 
‘ er th criminal in nature 

On June 11, 1954, this request, t was denied by Judge Barnes 

We inue to believe that our request is a proper one, We are acting under 


reason approach We are confronted with 


ibuse of free enterprise Competition that has serious marketing and eco- 
nol effec an industr it gl employment to more than three-quarters 
of a million people and has an overall capital investment exceeding that of its 
supplis 
Chis indust1 made up of many thousands of small retailers who, in our 
vie re beil hrough Justice Department action, stamped with a presump 
{ 9 hefore n opportunity hi en been aflorded for the facts to be 
presented and weighed at n opini handed down in a civil court 
Wi ‘ nerely f a ni rium on evil practices ; for a cessation, even 
tl gy ( t one, of practices that are inimical to the distribution 
nd ‘ fu ‘ ve ntain, contrary to the public interest 
I f I | e pe ed because of the friendly atmos 
phe a en ! l er tine an atmosphere that creates 
hy ) f a desire SSIS e to this industry if there were in 
ex r germane to the points at issue Isn’t it true, 
the would be far I Oli far fewer precedents if it were 
he f both policy and precedent sten om cases? Isn’t it true, 
\t Gene ‘ free to state that in the event of liti 
sucl tig on in the vil courts rather than insti 
eed 
In iware f course, that such abuse is may exist in the overall industry 
( d not be eliminated by the mere addition of an antibootlegging 
‘ f e franchise agreement And, of course, I am aware of the Attorne) 
Gi recent tements wit! egard to a study of monopolistic practices 
urers Meanwhile toda the thousands of small-business 
me W St new rs and trucks are stymied in their efforts to obtain relief 
fy Covet : 
I st respectfully urge that the Attorney General, acting under the rule-of 
nap ther than one « resumed guilt and per se violation, agree 
t t] j eg g cl f reinstated in the selling agreement between 
t I d dealer d if e Department shall subsequently determine to 
te f pr sion, the test be conducted in the civil courts and 
] estal ! t] ng provision as a violation of 
ed gui | he give a reasonable time in which to 
‘ | rt’s 1 I If they « not act with due diligence and in a 
eas ‘ é en it would be expected, of course, that criminal action would 
T 
cere 


Washington , D. C., June 18, 1954 
Adm. Freperick J. Be 
i utive Vice President, 
} 


iutomobile Dealers Association. 
Washington 6. D. C 


Dear ADMIRAL BELL: This will acknowledge your letter to me and your memo 
r the Attorney General, both dated June 15, 1954 


Il regret that we were unable to accede to your request. 


You may be assured 
that this matter received my personal attention as we 


as that of the Attorney 


Our decision was based solely on the applicable legal principles, exist 


ng case law, and the fundamentals of sound administration 


neers NTS 


STANLEY N. BARNES, 
{ssistant Attorney General. 
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SALISBURY, Mpb., July 27, 1954. 
Senator WILLIAM PURTELL, 
Chairman, Senate Office Building, 
Washington, D. C. 

DEAR SENATOR PURTELL: Because of certain matters raised by the Depart- 
ment of Justice in its report on S. 3596, the so-called automobile bootlegging bill, 
I felt I must write promptly and request that my letter be made a part of your 
record. 

By letter dated July 21, 1954, Hon. William P. Rogers, Deputy Attorney Gen- 
eral, notified your committee that the Department of Justice opposed the enact- 
ment of S. 3506 as introduced. His letter confirmed certain testimony I gave 
and refuted certain testimony of others who favored the enactment of the bill. 
I was especially gratified by his statement to the effect that a large volume of 
production has recently created surpluses of new automobiles in certain areas of 
the country and has caused some franchised dealers to sell new cars to used car 
dealers in order to liquidate their swollen inventories. As you know, certain 
NADA officials denied or minimized this causative factor, preferring to blame 
bootlegging on dealers almost 100 percent. 

Bearing in mind that the only question before the Department of Justice was 
whether it favored or opposed the bill (and not what kind of a substitute or 
clean bill would be acceptable), Mr. Rogers’ letter, I respectively submit, ade- 
quately explains why the bill, as proposed, was unacceptable to the Department of 
Justice. If decisions and detailed discussion are necessary to support Justice’s 
reasons for not approving the insertion of such an antidealer clause in the 
already lopsided manufacturer-dealer agreements, I have little doubt that the 
Department of Justice can and will supply you with convincing evidence that, 
absent a statute, the insertion of such a clause would violate the antitrust laws. 
This should be supplied not only to complete your record but to afford Justice the 
opportunity to refute the innuendo and ridicule heaped by the bill’s proponents 
upon the Department of Justice for its refusal to accord automobile manufac- 
turers the power to terminate the franchises of new car dealers who finally 
resort to bootlegging excessive inventories they never wanted in the first place. 
If time permits I hope that the Justice Department will be given the opportunity 
to review the transcript and promptly rebut, if possible, the aspersions and crit- 
icisms leveled against it by the bill’s proponents in their attempts to make 
Justice’s position look asinine. 

gut the primary purpose of this letter is to call to your attention a statement 
in Mr. Rogers’ letter of July 21, 1954, which, I fear, is subject to being dan- 
gerously misconstrued unless further clarified by the Department of Justice. 
Toward the end of his letter Mr. Rogers states: 

“The fact that bootleg sales are so prevalent in the automobile industry may 
indicate that a large segment of the purchasing public favors a new method of 
distribution in the automobile industry.” 

Coupled with his further statement that the Department of Justice does not 
believe that the current competitive conditions in the automobile industry pre- 
sent a reasonable justification for tampering with the antitrust laws by grant- 
ing special preferential exemptions which run counter to the American stand- 
ard of a free and vigorous economy, automobile manufacturers, desirous of 
eliminating independently owned, competitive multiple dealership systems in 
certain metropolitan areas might argue that the Department of Justice, by 
implication at least, thus had condoned the disenfranchisement of these small 
businesses all over the country and the ultimate establishment of single, manu- 
facturer-owned retail outlets in these metropolitan areas. 

I have no doubt that to certain shortsighted manufacturers a metropolitan 
area, well-developed over a period of years by a competitive multiple dealership 
system, seems now a prize worth plucking. They might even make the specious 
argument that they could thus, under a monopolistic system of distribution, 
sell cars more cheaply to the public, 

I cannot believe that Justice meant to issue an invitation to automobile man- 
ufacturers to terminate the franchises of these independently owned dealers for 
the purpose of establishing factory-owned retail outlets. It might be one thing 
to permit an automobile manufacturer to go into new undeveloped territory and 
set up or enfranchise a single factory-owned retail outlet. It is, of course, 
quite another to authorize the manufacturer to go into an old, well-developed 








194 


AMEND FEDERAL TRADE COMMISSION ACT 


territory, terminate the franchises of independently owned dealerships engaged 
in virogous multiple dealership competition, and set up or enfranchise a single 
retain deatershl 

Accordingly, I urge that the Department of Justice be requested to clarify 
its position in this respect, on the record. In view of the fact that at least 





one auomobile manufacture has recently established in the city of Washington, 
Ib. C., a factory-owned retail dealership in direct competition with long-estab- 
lished dependently owned franchised dealerships, I doubt that I can be 
accused of having bad dreams 

It would be helpful to your committee if the long-awaited and much-publicized 
study of the Department of Justice as to “current competitive conditions in 


the automobile industry” were soon made public, especially if it deals with 
manufacturer-dealer relations, exclusive dealer arrangements, and the like. 
The study might well be of great assistance to your committee in considering 
whether legislation, constitutionally permissible under congressional power over 
interstate commerce, is desirable in order to eliminate the control which manu- 
facturers exercise through dealer's sales agreements expiring each year—a 
control which, even if not carried to the ultimate end of monopolistic single 
outlets in metropolitan areas, is nonetheless a means for enforcing conduct on 
the part of dealers which is detrimental to the public and to interstate commerce. 
Sincerely yours, 





RicHarpD C, WEBSTER. 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
July 28, 1954. 
Hon. WiILLIAM P. Rocers, 
Deputy Attorney General, 
Department of Justice, Washington, D. C. 

Dear Mr. Rocers: The enclosed copy of a letter from Mr. Richard C. Webster, 
concerning your report on S. 3596, raises certain points which call for clarifica- 
tion 

I would appreciate the comments of the Department of Justice upon Mr. 
Webster’s letter in order that both his and your letter may be inserted soon in 
the record of the hearings upon this measure 

Sincerely yours, 
WILLIAM A, PuRTEIL, 
Chairman, Subcommittee on Business and Consumer Interesta. 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE DEPUTY ATTORNEY GENERAL, 
Washington, August 18, 1954. 
Hon. WLiIAM A. PURTELL, 
Chairman, Subcommittee on Business and Consumer Industries, 
United States Senate, Washington, D. C. 


DeAR SENATOR: This is in response to your request for the comments of the 
Department of Justice relative to the letter of Mr. Richard C. Webster, of Salis 
bury, Md., concerning the Department's report on the bill (S. 3596) to amend 
the Federal Trade Commission Act with respect to certain contracts, agreements, 
or franchises to enable manufacturers of automobiles and trucks and their fran- 
chise dealers to protect their goodwill in the business of manufacturing and 
distributing automobiles and trucks made or sold by them by restricting fran 
chise dealers from reselling to certain unauthorized persons. 

The report of this Department relative to the bill (S. 3596) was intended only 
to express the Department's opposition to the type of solution to the automobile 
industry's problems which would be entailed in the process of carving out special 
preferential exemptions from the antitrust statutes. It was not intended to imply 
anything concerning the desirability of any practices within the automobile indus 
try which do not relate to the merits of the bill under consideration. 

Sincerely, 


WILLIAM P. RoGeErs, 
Deputy Attorney General. 
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